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The Department of State BULLETIN, 
a weekly publication compiled and 
edited in the Division of Publications. 
Office of Public Affairs, provides the 
public and interested agencies of 
the Government with information on 
developments in the field of foreign 
relations and on the work of the De- 
partment of State and the Foreign 
Service. The BULLETIN includes 
press releases on foreign policy issued 
by the White House and the Depart- 
ment, and statements and addresses 
made by the President and by the 
Secretary of State and other officers 
of the Department, as well as special 
articles on various phases of inter- 
national affairs and the functions of 
the Department. Information is in- 
cluded concerning treaties and in- 
ternational agreements to which the 
United States is or may become a 
party and treaties of general inter- 
national interest. 

Publications of the Department, as 
well as legislative material in the field 
of international relations, are listed 
currently. 


DEP 
NITED § 


Au 


by How 


In the 
lems co 
work of 
serious 
tion of 
Study ; 
formati 
same ti 
merable 
mation 
Benelu: 
lands, ¢ 
commo: 
now cc 
objecti 
countri 
gate tl 
unions. 
the on] 
carry ¢ 
visions 
Trade, 
a cust 
union 
this si 

Muc 
menta 





* Inte 
issued 
eration 

* For 
Luxem 
‘Benelt 
Foreig 


Augu: 











DEPOSITED BY THE 
NITED STATES OF AMERICA 
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HE FRANCO-ITALIAN CUSTOMS UNION 


by Howard J. Hilton, Jr. 


In the effort to solve the pressing economic prob- 
lems continually arising from the complex net- 
work of relationships existing in the world today, 
serious consideration is being given to the forma- 
tion of customs unions. The Customs Union 
Study group is studying’ the proposal for the 
formation of an European customs union. At the 
same time, other countries are facing the innu- 
merable problems associated with the actual for- 
mation of customs and economic unions. The 
Benelux union, involving Belgium, the Nether- 
lands, and Luxembourg, has already established a 
common tariff for the three countries? which are 
now considering steps to reach the final agreed 
objective of full economic union. Although other 
countries have signified their intention to investi- 
gate the possibility of forming regional customs 
unions, the French and Italian Governments are 
the only representatives of European countries to 
carry out, in accordance with the pertinent pro- 
visions of the General Agreement on Tariffs and 
Trade, the steps preliminary to the formation of 
a customs union. The signing of the customs- 
union treaty on March 26, 1949, set the stage for 
this significant experiment. 

Much can be learned from the detailed docu- 
mentation available concerning the Franco-Italian 


*Interim Report on the European Recovery Program 
issued by the Organization for European Economic Coop- 
eration, Dec. 30, 1948, Vol. I, pp. 117-118. 

* For a general review of the Belgian, Netherlands, and 
Luxembourg Customs Union, see W. Buchdahl, “The New 
‘Benelux’ Union—Western European Tariff Pattern?” 
Foreign Commerce Weekly, Oct. 11, 1947. 
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customs union. As a case study, it reveals the 
myriad of problems involved, the time and effort 
which must be spent in study, investigation, and 
joint meetings, and the preliminary agreements 
and protocols which often mark the progress to- 
ward the ultimate objective. Through the cour- 
tesy of the French and Italian Governments, whose 
representatives deserve high praise for the states- 
manship, intelligence, and perseverance with 
which they have faced the many problems in- 
volved in this task, it is possible to make these 
documents available to the people of the United 
States in order that these developments in Europe 
may be better understood. 


Agreement of September 13, 1947 

At the Paris meeting of the Committee for Eu- 
ropean Cooperation held in the summer of 1947, 
the French and Italian Governments agreed to 
establish a study group charged with the task of 
reporting to the two governments by January 1, 
1948, on the feasibility of a customs union between 
the two countries. To carry out this understand- 
ing, Georges Bidault for France and Pietro Cam- 
pilli for Italy signed, on September 13, 1947, a 
French and Italian Declaration and Protocol. 
The Declaration stated that the study should per- 
mit the determination of whether this union at the 
beginning should be limited to France and Italy, 
or should, on the contrary, embrace from its incep- 
tion other European states. The study was also 
to have for its objective the determination of 


* Annex I provides an unofficial translation of the French 
and Italian Declaration and Protocol of September 13, 
1947, 
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whether or not the creation of a Franco-Italian 
Customs Union would be of a nature to facilitate 
the participation by France and Italy in a broader 
European customs union. 

The Protocol, which outlined the terms of refer- 
ence of the Mixed Franco-Italian Commission 
conducting the study, stated that it was to direct 
its attention to the following matters: (1) customs, 
fiscal, and administrative problems; (2) financial 
and monetary problems; (3) industrial problems; 
(4) agricultural problems; (5) communication 
and transportation problems; (6) movement of 
persons and problems related to labor; (7) eco- 
nomic relations. 


Proces-Verbal of the Mixed Franco-Italian 
Commission 

The first meeting of the Mixed Franco-Italian 
Commission opened in Rome on September 16, 
1947. The second session of the Commission was 
held in Paris from October 27 to November 7. A 
proces-verbal, prepared for this session, indicated 
that the problems facing the two countries in 
developing a customs union were not insoluble. 
In certain cases, the report mentioned that the sit- 
uation favored the customs union arrangement ; in 
others, certain adjustments would have to be made 
before the union could be established. There was 
general agreement, however, that such adjust- 
ments could be made. 

The report pointed out that both countries were 
suffering from certain temporary shortages, which, 
however, could be corrected by increased produc- 
tion within the two countries, and that programs 
to meet some of these deficits had already been 
envisaged. The two countries were also suffering 
from traditional shortages which require perma- 
nent imports from third countries. In the latter 
category are many industrial raw materials such 
as liquid fuels, coal, copper, and some agricultural 
commodities such as fats and certain textile fibers. 
In connection with their requirements from other 
countries, a common purchase policy was urged so 
as to avoid costly competition. In fact, the in- 
dustrial and agricultural committees of the study 
group indicated that coordination and specializa- 
tion of commercial exchanges between the two 
countries and between them and third countries 
could do much to clear up difficulties which upon 
first sight might appear insurmountable. 
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Final Report of December 22, 1947 


The third session of the Mixed Commission pry, 
duced a final report of two volumes which wa 
signed in Rome on December 22, 1947, by R 
Drovin for France and Umberto Grazzi for Italy; 
Following the issuance of this report on Janp. 
ary 28, 1948, the French and Italian Ambassadoy 
calling on the Under Secretary of State of th 
United States, Mr. Lovett, presented a copy of thi 
report for the information of the American Gov. 
ernment. At this meeting the Department ¢ 
State informed the two ambassadors that “th 
United States Government is gratified at the prog. 
ress made by the Mixed Commission in studying 
the practical problems involved and particularly 
gratified that this study resulted in agreement that 
such a customs union is practicable. Realizatio, 
of it and of an eventual economic union betwee 
France and Italy would be of historical impor. 
tance not only for the two countries, but for Ev. 
rope asa whole.” The United States Government 
also indicated that it would follow the further ef. 
forts of the two governments to attain this ob. 
jective with full sympathy and strong hope for 
their continued success.° 

In this final report, the Commission directed 
its attention to indicating solutions to particular 
problems only in broad and general terms. It 
considered that formation of a customs union in- 
volved two phases. The first phase to which this 
report was addressed was that of preparing a 
thorough study and general examination of the 
desirability and expediency of the formation of a 
customs union. The second phase was that in 
which the two governments, having decided to 
form a customs union, would establish the concrete 
program for implementing that decision.® 

After studying the structure of the agricultural 
economy of France and Italy, the long-term eco- 
nomic measures adopted by the two governments, 
and the relationship of the two countries with re- 
spect to certain specific products, the report con- 
cluded that there were no obstacles in the field of 
agriculture which would prevent the formation of 


*“Rapport Final, Vol. I, Vol. Il; Commission Miate 
Franco-Italienne Pour L’Btude d’une Union Douaniére 
Entre La France et L’Italie, Vol. I, 183 pp. ; Vol. II, 621 pp. 
Rome, Dec. 22, 1947”. 

* Department of State press release 99, Feb. 9, 1948. 

* Final Report, vol. I, p. 6. 


Department of State Bulletin 


, custom 
permit a 
the ecor 
It was 

adopted 
relation 
certain 

special: 
area pre 
for the 
equipm 


rural bh 
France 
effort ° 
product 
Indu 
dealing 
tries. 
dustry 
be con 
such as 
policie: 
econon 
tion. 
tate th 
hand, 
nated 
To acl 
be req 
in the 
rials a 
expor 
the ol 
specia 
tively 
union 
energ 
reduc 
these 
facto 
prod 
of pr 
the ¢ 
tion 
tech1 
and 
indu 
a 
7 


Aug 








customs union. In fact, the customs union would 
permit a division of labor which would facilitate 
the economic development of the two countries. 
ny Rpt was necessary, however, that legislation be 
i adopted to meet conditions arising from the new 
‘Brelationship between the two countries and that 
certain precautions be taken to prevent injury to 
specialized sectors of agriculture. The greater 
area provided by the formation of a customs union 
Bfor the exchange of produce, insecticides, and 
equipment would be a factor in the progress in the 
rural life of the two countries; however, both 
France and Italy would have to make a serious 
effort with a view to decreasing the costs of 
production.’ 

Industry was subject to similar close study 
dealing with various goods and specialized indus- 
tries. It was held that the many problems of in- 
dustry could not be solved in isolation but must 
be considered in relation to all other elements 
such as agriculture, finance, commercial and fiscal 
policies, ete. The historic separation of the two 
economies had resulted in differences in produc- 
tion. On one hand, these differences would facili- 
tate the formation of a union, but, on the other 
ted hand, certain of the differences should be elimi- 
lar nated and certain economic sectors coordinated. 
I To achieve this coordination, collaboration would 
if be required in the importation of basic materials, 
hisf in the distribution within the union of raw mate- 
> 48 rials and capital and finally in the organization of 
the export markets. Such collaboration would have 
fa the objective of obtaining a rationalization and 
MF specialization of production which could be effec- 
tof tively regrouped within the framework of the 
*tef union, and would thereby make the productive 

energy of the two countries more effective. The 
‘all reduction in cost of production resulting from 
‘0 f these changes would permit the development of 
‘sf factories and workers producing semi-finished 
© fF products now imported because existing high costs 
NF of production and limited markets have prevented 
fT the development of such plants. The collabora- 
fT tion of the two industries involving exchange of 
technical information, division of labor, licensing, 
and so forth, could not help but accelerate the 
industrial progress of the two countries.® 
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* Tbid., p. 31. 
* Ibid., pp. 65-67. 
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The analysis of transportation and communica- 
tion between France and Italy was, of course, 
basic to the study of the effects of the union on 
industry and agriculture. The formation of the 
customs union could, of course, be expected to 
increase greatly the exchange of goods between the 
two countries. The transportation facilities in 
general were believed ample to meet these new 
demands. Although many technical details 
needed to be worked out concerning unification of 
charges, dues, use of ports in the union for trans- 
shipment to third countries and so forth, there was 
assurance that solutions could be found. In the 
case of the ship construction industry, which pre- 
sented a special competitive problem, it was sug- 
gested that a solution could be predicated upon 
the supply to Italy of French steel products, the 
suppression of competition in foreign markets, 
the division of orders to assure equilibrium of pro- 
duction which was held to be indispensable in an 
economic union, and the conclusion of specific 
agreements permitting recruitment of specialized 
Italian labor for work in French shipyards. 
Consideration of problems arising in the field of 
civil aviation was guided by the constant technical 
changes and the necessity for both countries to 
solve the problem within the framework of various 
international aviation agreements. The report 
emphasized the adherence of both countries to the 
Icao principles. 

Certain questions concerning labor were the ob- 
ject of particular examination.” These were the 
regulation of entry into the two countries, the dif- 
ference in the status of workers, both foreign and 
national, from the point of view of social security, 
the regulation of supply and demand, the place- 
ment of workers, and the organization of profes- 
sional workers.® 

The report concluded that with respect to labor 
and manpower, the customs union was possible and 
even desirable. It was apparent that within the 
framework and broader spirit of a customs union 
the solution of delicate questions would be greatly 
facilitated. The principal question was that of 
the free circulation of persons and its effect upon 
the two countries. The establishment of a single 
labor market risked disorganizing the Italian labor 
market through sudden removal of workers and 


* Ibid., p. 98. 




























uncontrolled entry into France saturating the 
French labor market, thereby creating unemploy- 
ment in certain traditionally attractive pursuits 
without essentially helping the solution of basic 
problems. The report recommended, as a solution 
for these problems, that measures be studied and 
agreements reached for progressive realization of 
a single labor market as soon as the placement of- 
fices of the two countries were in a position to con- 
trol effectively the national labor market. It was 
held that only the recruitment of trained men and 
above all a common policy for professional train- 
ing would make it possible to create conditions for 
coordinated immigration.” 

Foreign trade was the object of close scru- 
tiny which covered general developments in both 
France and Italy, trade between the two countries, 
and a serious study of each sector of production 
with a view to determining the effect of the union 
upon particular products. It was felt that the 
union, by enlarging and diversifying demand, 
would cause substantial changes in the volume and 
character of foreign trade. In certain sectors, the 
production of the two countries is complementary ; 
for example, Italy can supply deficit items in 
France, such as hemp, raw silk, sulphur, mercury, 
essential oils, and raw hides, whereas France can 
supply iron ore, scrap, sheet steel, coal, combed 
wool, and chemical products. The economies of 
the two countries are competitive in textile, me- 
chanical, pharmaceutical, and certain luxury fields 
of industry, as well as in phases of agriculture and 
food processing. The increase in purchasing 
power resulting from the formation of a union 
would create new needs which, in certain cases, 
would require increases in production while in 
others they could be satisfied only by imports. 
With respect to exports of the union to third coun- 
tries of products in which the two countries are not 
in direct competition, the creation of a union would 
permit national development of the export mar- 
kets by making possible more profound studies in 
the light of the specialization of respective indus- 
tries which should gradually be realized within 
the union. This collaboration might take the 
form of export agreements for participation in 
foreign contracts or international fairs. The 
union would also have a healthy effect upon exports 


*” Ibid., pp. 109-110. 
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because of the lowering of sales prices result; 
from an expanded domestic market and benefit; 
of specialization in production. Joint commer. 
cial negotiations with third countries could, it was 
hoped, be undertaken. 

The union by favoring expansion of trade and rp. 
maining open to accession by other countries woulj 
contribute to international progress in world trade, 
and would thus further the objectives of Europeay 
recovery. Apart from the speculation of jp. 
creased foreign trade, the report noted that in the 
event of a world decline in trade, the union would 
permit the two countries to bear the effects of the 
crisis more easily owing to greater trade within the 
union and to the developments of possibilities for 
the integration of their own economies and the 
extension of their own markets. 

In financial questions, the report was concerned 
primarily with the rate of exchange between the 
franc and the lira and with the current system of 
payments between the two countries. It recom. 
mended that the effort be made to direct payments 
through the clearing agreement with a view to 
integrating the regulations and of reaching a sin. 
gle exchange rate. In the case of the customs 
union, it was held that not only revenues should 
be transferred, but all liquid assets and private 
accounts now blocked should be subject to trans- 
fer... On the question of customs, the report 
quoted the pertinent provisions of the General 
Agreement on Tariffs and Trade, which establish 
principles governing the formation of customs 
unions. The essential requirement is that customs 
duties and other regulations imposed by customs 
unions should not be on the average higher or more 
rigorous in their effect upon other countries than 
those applicable before the formation of the union. 
After study of the French and Italian tariffs as to 
the nature of duties and nomenclature in which 
the two tariffs are essentially different, the experts 
recommended that the Geneva nomenclature which 
France had already adopted be used as a basis. 
The parties agreed upon the system of negotiable 
tariffs, but felt that discussion on the level of com- 
mon tariffs could not be pursued at that time.” 

In its general conclusions, the Mixed Commis- 


sion held that the realization of the customs union 


™ Tbid., p. 167. 
* Ibid., pp. 169-172. 
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between the two countries would probably play 
an integral part in preparation for the period 
when the different restrictions in international 
trade could be more or less abandoned by France 
and Italy. It, therefore, seemed to conform to 
the economic policies of the two governments and 
to constitute an effective means through which 
this policy could be implemented and its benefits 
felt. To the argument that benefits from the 
union would be felt only in the future, the report 
stated that if the decision were rapidly taken and 
its objectives accomplished by the necessary steps, 
numerous sectors would feel almost immediate im- 
provements. The Commission stated that if the 
French and Italian Governments made a decision 
to form a union, then it must be open to all coun- 
tries which desired to participate. The report 
closed with these eloquent words: 


“The Mixed Commission, aware of the difficul- 
ties of all kinds which affect the two Countries, 
and convinced that such difficulties would be even 
more serious if each Country were to face them 
separately, aware also of the responsibilities aris- 
ing out of the task of which said Commission was 
entrusted, is able to conclude that the Customs 
Union between France and Italy does not present 
any obstacles. Moreover it makes it possible, on 
one hand to find a solution to some economic prob- 
lems which the two Countries have to face, and on 
the other to prepare a larger area and newer ways 
to world trade, the revival of which is indispensa- 
ble for the prosperity of both Countries. 

“If the two Governments will follow the Mixed 
Commission in its conclusions, the said Commis- 
sion will be proud to have cooperated in the prep- 
aration of an important event, not only for the 
two Countries, but also for Europe and to have 
helped to start the foundation of a better world.” 


Protocol of March 20, 1948 


On March 20, 1948, the French and Italian Gov- 
ernments for the first time set forth their formal 
desire to establish a Franco-Italian Customs 
Union. They expressed their conviction that this 
union would permit the development of consumer 
markets, improve the specialization of produc- 
tion, lower production costs, and obtain full em- 
ployment of manpower, and that European recon- 
struction would be strongly aided by the measures 
to be adopted. 
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The two governments acknowledged that the 
customs union must be in harmony with the pro- 
visions of the General Agreement on Tariffs and 
Trade. They also decided to create a mixed com- 
mission which would determine the terms of an 
agreement defining a plan and program for the 
realization of a customs union between the two 
countries." 


Approval for the Formation of a Customs Union 
Between France and Italy Given by the Contracting 
Parties, March 1948 

Also on March 20, 1948, the contracting parties, 
under paragraph 5 of article 25 of the General 
Agreement on Tariffs and Trade, decided that the 
provisions of the General Agreement should not 
prevent the establishment of a customs union or 
interim agreement for a customs union between 
France and Italy, provided that the agreement 
conformed to certain requirements. These were 
that duties and other regulations of commerce 
imposed at the institution of any such union would 
not on the whole be higher or more restrictive than 
the general incidence of the duties and regulations 
existing prior to the formation of the union and 
that any interim agreement should include a plan 
and schedule of such a customs union within a rea- 
sonable length of time. The decision also pro- 
vided that if the two parties decided to enter into 
a customs union they should promptly notify the 
contracting parties and should make available to 
them such information regarding the proposed 
union as would enable them to make such reports 
and recommendations to the members of the union 
as might be deemed appropriate.” 


Report of the Franco-Italian Customs 
Union Commission 

In the protocol of March 20, 1948, the two gov- 
ernments provided for a Mixed Commission to 
determine the terms of an agreement and to define 
the plan and program for the realization of the 
customs union. The Mixed Commission organ- 
ized pursuant to this protocol concluded its delib- 


* Annex II provides an unofficial translation of the 
protocol of March 20, 1948. 

* Annex III provides a copy of this decision taken by 
the contracting parties at the first session of the General 
Agreement on Tariffs and Trade, March 1948, 
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erations on January 22, 1949, with the issuance of 
its final report * signed by Jean Letourneau for 
France and by G. B. Bertone for Italy. The or- 
ganization of this report followed the pattern es- 
tablished by the earlier report. Each of the chap- 
ters suggested a plan of action for the realization 
not merely of a customs union between the two 
countries but of an economic union in the broadest 
sense. 

It is clear from the chapter on agriculture that 
for certain commodities the proposed customs 
union would encounter no serious difficulties. 
These are cereals, sugar, potatoes, hemp, and to- 
bacco. Although Italy will require imports of 
cereals excluding rice, France hopes to export sub- 
stantial quantities of wheat and to become self- 
sufficient in secondary cereals with the help of 
French overseas territories. Thus no problem of 
competition will appear, and in fact the two 
countries will, with respect to cereals, be to some 
extent complementary. Since both countries are, 
and plan to continue to be, approximately self- 
sufficient in sugar, if account is taken of French 
overseas territory, no reason for conflict in this 
field is apparent. Although both France and 
Italy are exporters of early potatoes, no serious 
rivalry exists, and no serious problems will be met. 
Since France is becoming an exporter of seed 
potatoes, while Italy is deficient in this product, 
the two countries are to some extent complemen- 
tary. The two countries are complementary for 
hemp since Italy is an exporter of hemp and 
France an importer. Both in Italy and in France 
a government monopoly controls manufacturing 
and trade of tobacco. Hence any action which 
might be desirable to make adjustments in this 
field, for example, the utilization by France of 
some Italian production to meet requirements, can 
easily be accomplished. 

Agricultural commodities for which minor ad- 
justment will be required to effectuate the customs 
union, include vegetable oil, seeds, alcohol, cheese, 
and silk. The only type of vegetable oil which 
presents a problem is olive oil. Although pro- 
duction is much less in France than in Italy, both 
countries agree that the proposed customs union 
must not conflict with the protective measures 


*Compte Rendu de la Commission Mixte Franco- 
Italienne d’Union Douaniére, Paris, January 22, 1949, Paris 
Imprimerie Nationale 1949, p. 191. 
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applied to this crop. The commerce in seeds j, 
extremely complex. Both France and Italy ay 
exporters and importers of various types of seed, 
For some types the two countries are complemen. 


tary, and for others, competitive. Such conflict as 
exists can be solved by a greater degree of special. 


ization in the two countries in producing types of 
seed most suitable to local conditions. This spe. 
cialization could be expedited by consultation be. 
tween members of the trade in the two countries, 
Governmental regulations protecting quality and 
origin of seeds in France and in Italy must be 
harmonized. In France a governmental admip. 
istration controls the production and consump. 
tion of almost all types of alcohol. In the prewar 
period all surplus supplies of alcohol were em- 
ployed for motor fuel. This procedure was also 
used to control overproduction of other crops 
after distillation, notably wine. Although in 
Italy alcohol has often been incorporated in mo- 
tor fuel, no system comparable to the French 
exists. The Commission recommended that gov- 
ernmental measures be taken in Italy to establish 
a control on alcohol such as exists in France. Some 
types of French and Italian cheese are similar in 
character and are competitive. In addition, rules 
protecting appellation of origins and qualities of 
cheese in the two countries must be coordinated. 
From the point of view of cost, French production 
of raw silk cannot compete with the Italian. The 
problem can probably be solved by increased spe- 
cialization, with silkworm’s eggs being produced 
in France and cocoons in Italy. 

In the case of wine, the operation of a customs 
union will be seriously complicated by the differ- 
ences existing in the nature and extent of govern- 
mental control. In France a system of appella- 
tions of origin of wine has been established over the 
course of many years. This system has proved 
beneficial in protecting quality and reputation for 


quality of French wines. In Italy governmental 
control in this field is far less comprehensive. 


Because of the serious problem of overproduction 
of wine in France during the prewar period, a sys- 
tem of governmental controls limiting the plant- 
ing of vineyards, making obligatory declaration of 
stocks, controlling shipments and distillation 
of surplus supplies, was established. No compa- 
rable system exists in Italy. Although at present 
no problem of overproduction of ordinary wine 
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exists, the area of vineyards is only slightly less 
than prewar, while the yield is gradually returning 
year by year to the prewar level. Hence in sev- 


-[ eral years the problem of overproduction may 


again be faced. Because French producers might 
be gravely injured if the control measures existing 
in France were not extended to Italy, the Commis- 
sion recommended that a comparable system be 
established in Italy. It has also recommended that 
until prices are comparable in the two countries, 
a system of taxes be established to make them so, 
and that a committee composed of representatives 
of producers and dealers in the two countries be 
established to study all questions concerned with 
this matter and to recommend measures to deal 
with them. Both France (Algeria included) and 
Italy are large producers of fruits and vegetables. 
Their production in general is increasing, and al- 
ready surpluses of some types are threatened. The 
effect of the competition both in domestic and for- 
eign markets will be more severe on some producers 
as a result of the marked price differential which 
exists between the two countries. The Commis- 
sion recognized that the only real solution to this 
problem is found in increased consumption of 
fruits and vegetables, both in the two countries 
and in other European countries. Something 
could, perhaps, be accomplished by guiding pro- 
duction with a view to attaining the most even out- 
put throughout the course of the year, but as in- 
dicated in the report, commerce in fruits and vege- 
tables is extremely complex, and the usefulness of 
governmental control is greatly limited by the per- 
ishable nature of the product. The Commission 
recommended the establishment of a committee of 
representatives of producers and dealers from 
France and Italy to study the problem.”® 

The chapter on industry presented a study of 
industrial problems involved in bringing the 
Franco-Italian customs union into full effect and 
recommended certain practical methods for arriv- 
ing at solutions for the problems. As the general 
problems, such as fiscal policy, wage and price 
policy, etc., were considered in other chapters, the 
attention of this chapter was directed to prob- 
lems such as price regulation, distribution con- 
trols, and coordination of long-term programs, and 
the correlation of the laws and regulations and of 
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the production of the two countries. Although a 
unified price-control system is essential to the 
union under existing conditions, the objective 
should be the progressive elimination of price con- 
trols. Price control in France is more extended 
than in Italy, but since the methods are similar 
in both countries, unification should not be diffi- 
cult to accomplish. In this connection, coordi- 
nation of direct and indirect subsidy policies must 
also be achieved. The continued shortage of cer- 
tain power sources and raw materials in both 
countries has necessitated the continuance of gov- 
ernmental controls of distribution. These con- 
trols are considerably more extensive in France 
than in Italy. The union should improve the 
availability of industrial raw materials, and the 
objective of the union should be the decrease or 
final elimination of such controls. However, the 
report continued, if certain controls prove still to 
be necessary in the future, it is important that they 
should be uniform for the two countries and that 
the sum total of the resources of both should be 
allocated by a single administration. The long- 
term programs in both countries for industrial 
development, under the Marshall Plan and other 
plans, should be completely coordinated and, in 
the final analysis, should become a single unified 
plan in relation to the over-all plan of the Orsrc. 
Both countries have a large volume of laws for 
the regulation of industry. These laws are both 
horizontal and vertical in character; some, such 
as social security, industrial safety, weights and 
measures, etc., apply to all industries, while others 
apply only to specific industries. The project 
of making such laws uniform for both countries 
is one of considerable magnitude and will require 
joint administrative action over an extended 
period. 

Since the French and Italian industrial econ- 
omies are exceptionally complementary with re- 
spect to manufactured products, but only slightly 
complementary as far as the exchange of raw 
materials or semimanufactured goods is con- 
cerned, the report suggested that special measures 
to coordinate production would have to be taken. 
The principal problems relating to competition 
include prices, raw material supply, productive 
capacity, and sales outlets. Representatives of 
the various branches of industries in the two coun- 
tries should meet to study the consequences of the 
union and to propose special measures which may 
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be judged indispensable to avoid dislocation dur- 
ing the transition period. With respect to long- 
term programs, an investigation should be made to 
determine the basis for agreement concerning in- 
dustrial equipment, common purchase of raw ma- 
terials in third countries, technical collaboration, 
specialization of manufacture in order to reduce 
cost price, and unified export-sales policy with re- 
spect to third countries. Although in the early 
stages of the study problems such as these and 
others relating to unification of laws and coordina- 
tion of industrial policy may be separately under- 
taken by representatives of government and 
industry, the later stages will require coordination 
between these two groups. The report suggested 
that mixed working groups, containing represent- 
atives of both industry and government should be 
established for each major branch of industry. 
These groups should work on the unification of 
common development programs, the encourage- 
ment of specialization, and reduction of cost prices 
and should contribute to the work undertaken by 
the administrative groups for the harmonization 
of laws and regulation.” 

It is apparent from the report that the obstacles 
in the field of transport and telecommunications 
are not such as to cause great difficulties in the 
formation of the union between the two countries. 
On the question of shipping, the report proposed 
that a special Franco-Italian committee should be 
established, after the customs union has been ap- 
proved, to study shipping problems, especially the 
realization of close cooperation between the mer- 
chant marines of the two countries in order to as- 
sure maximum utilization of the two fleets and to 
avoid unfair competition. For the purpose of ad- 
vising this special Shipping Committee, a Coordi- 
nation Committee, composed of representatives of 
Italian and French associations of shipowners, 
should be established. The principal problem re- 
lating to ports will be the necessity for equitably 
dividing the traffic destined for Switzerland and 
Central Europe between French and Italian Med- 
iterranean ports. In order to achieve such a divi- 
sion, it will be necessary to equalize operating 
conditions in the Mediterranean ports of the two 
countries. The taxes and charges levied in the 
ports of the two countries on vessels, passengers, 
and goods should also be equalized. An existing 
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committee for the Ports of Marseilles, Genoa, and 
Savona has already initiated a study of these 
problems. Also a common policy will have to be 
developed for interior transportation rates, and 
regulations in the two countries concerning en- 
trepot, warehouses, and free zones will have to 
be harmonized. Representatives of the national. 
ized railroads of the two countries could solve the 
technical problems concerning rail transport, 
With respect to road transport, it was suggested 
that the French and Italian Governments concert 
their points of view before the competent inter- 
national organizations in this field. Much has 
already been done to facilitate the transport of 
persons by highways between the two countries, 
Progress, however, is still needed in the field of 
the transport of goods between them. It is also 
necessary to enlarge the concept of temporary 
entry for vehicles carrying goods, and it would be 
very desirable to coordinate qualities of gasoline 
and lubricants in the two countries, as well as the 
taxes collected on these commodities and the con- 
trol of transportation costs."* 

The consideration given in this report to prob- 
lems related to labor consisted primarily of a fur- 
ther examination of those raised in the report of 
December 22, 1947. The general problems included 
the protection of the rights of workers in the 
country receiving the immigrants as well as the 
rights of the immigrants, the determination of the 
level of purchasing power in the two countries in 
order to avoid adverse repercussions on the 
workers of either country, and the alignment of 
wages, social charges, and production costs. A 
thorough study and complete understanding of 
the problems relating to the excess of Italian man- 
power are basic to the formation of the union. At 
the time the report was prepared Italy had 1,750,- 
000 unemployed of whom it was estimated that 
800,000 would be desirous of emigrating and capa- 
ble of being absorbed in another economy. On the 
other hand, France was desirous of importing 
87,000 workers during 1949 in the following cate- 
gories: agriculture, 30,000; coal mines, 41,000; 
metallurgy, 6,000; and construction, 10,000. How- 
ever, Italy because of her own shortage of skilled 
workers could not at that time supply these de- 


ficiencies, except in agriculture. 


* Tbid., pp. 49-60. 
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As a general conclusion, it was suggested that a 
committee be established within the framework of 
, union to study and make recommendations con- 
erning manpower, immigration, and related sub- 
jects with the primary aim of increasing employ- 
ment and standards of living in both countries. 
In addition certain specific suggestions were made. 
First, seasonal migration of agricultural workers 
should be increased by expediting the circulation 
of employment offers in Italy, by substituting 
identity cards for the presently required passports, 
and by simplifying the procedures of the French 
Ministry of Labor. Second, trade schools should 
be established in Italy to supply skilled workers 
for France, particularly miners, farm hands, and 
construction workers. Rudimentary courses 
should be conducted in language, French laws, 
and social legislation. Third, immigration to 
France should be made more attractive by per- 
mitting transfer of wages and savings to Italy, 
improving housing of immigrant labor, and re- 
ducing immigration costs. In addition, France 
should submit an estimate of manpower needs on 
a quarterly basis, whereupon the Italian Govern- 
ment would have 2 months priority to fill these 
needs before France looked elsewhere for needed 
alien workers. Fourth, independent Italian farm 
owners should be introduced into France and 
French overseas possessions insofar as permitted 
by climate, and by legal, economic, and social con- 
ditions. Fifth, a common occupational nomencla- 
ture should be adopted by the two countries to 
facilitate the immigration of needed workers and 
the establishment of comparable statistics. Sixth, 
legislation concerning industrial hygiene and oc- 
cupational hazards and disease in the two coun- 
tries should be coordinated. 

Because of the lack of adequate information in 
either country, the Commission found it impossi- 
ble to determine the comparability of wages, social 
security charges, cost of living, and costs of pro- 
duction. If the proposed customs union were to 
operate effectively such statistics would be essen- 
tial. Social legislation of the two countries should 
be coordinated, and over a period of time wages 
in the two countries should be equalized.” 
Problems in foreign trade posed by the customs 
union were, to a considerable extent, covered in the 
early report. The expansion of trade within the 
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union and between the union and third countries, 
the coordination of the conditions of production 
within the union, the common search for new 
markets and new sources of supply, and the im- 
provement of the standard of living of the French 
and Italian peoples were reiterated as the objec- 
tives of the customs union. In spite of the basic 
similarity of the economies of the two countries, 
it was felt that the establishment of a customs 
union between them would increase the amount of 
trade within the union as a result primarily of 
economic specialization, technical cooperation, and 
financial unification, and of the removal by pro- 
gressive steps, of all barriers, tariffs, quotas, li- 
censes, etc., from the trade within the combined 
area. 

To further the development of a common com- 
mercial policy, which, the Commission believed, 
would provide one of the strongest cohesive fac- 
tors in the consolidation of the customs union, the 
establishment of a Trade and Commercial Policy 
Commission composed of representatives of the 
two governments and professional organizations 
in the two countries was proposed. The functions 
of this Trade and Commercial Policy Committee 
would include the establishment of a program for 
the rapid expansion of foreign trade and the im- 
provement of the union’s balance of payments, 
cooperation in commercial negotiations of each of 
the two countries with third countries and mutual 
assistance in such negotiations, establishment of 
methods of collaboration between commercial rep- 
resentatives of the two countries abroad, encour- 
agement of unification of import and export pro- 
cedures, supervision of the gradual achievement of 
free exchange of goods between France and Italy, 
study of methods for achieving Franco-Italian 
cooperation in their participation in international 
economic organizations, and the initiation of all 
other necessary action to achieve the customs 
union.” 

The question of the rate of exchange between 
the franc and lira is the basic problem in the field 
of finance presented by the formation of the union. 
Although the impossibility, under present eco- 
nomic circumstances, of establishing a rate of ex- 
change in view of the distortion in the relation- 
ship between prices was recognized, it was agreed 
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that the relation between the two currencies could 
not remain for long independent of their relation- 
ship with third currencies. Since the uniform 
customs duties to be charged on goods éntering 
either country are to be ad valorem, it is an essen- 
tial prerequisite for the proper functioning of the 
new system that the franc-lira relationship corre- 
spond to the relationships between these two cur- 
rencies and third currencies. It was suggested 
that this problem be approached in two stages: 
In the first period it would be the duty of the 
Mixed Commission to propose to the two govern- 
ments such adjustments in exchange rates as 
seemed appropriate in the light of experience and 
particularly in the light of the commercial move- 
ments between the countries, of relative prices, and 
of the relationship between the franc and the lira 
and third currencies. As the customs union be- 
comes more complete, the French and Italian 
monetary experts could consider the introduction 
of such technical measures as the free quotation of 
the lira in France and of the franc in Italy, or the 
institution of a common money of account, as 
might seem likely to facilitate the economic union 
of the two countries. In the second period, a fixed 
rate of exchange should be established as soon as 
a general establishment of new rates occurs be- 
tween European currencies. At that moment 
France and Italy should set the respective values 
of the franc and lira with regard to other curren- 
cies at a level such that the resulting franc-lira 
relationship corresponds as much as possible to the 
equilibrium of the markets of the two countries. 
Any other procedure might necessitate the adop- 
tion of control measures contrary to the aims of 
the customs union. 

With reference to fiscal questions, the report 
also pointed out that in order to carry out a com- 
plete customs union two conditions are essential: 
a lasting equalization of the pressure exerted by 
taxes as a whole on prices in both countries and the 
coordination of the structure of indirect. taxes on 
all types of goods and services likely to be ex- 
changed between the two countries. To determine 
the fiscal burdens resulting from each of the French 
and Italian direct and indirect taxes, it will be 
necessary to make an annual comparison of laws 
and tax regulations in force, an annual comparison 
of official figures giving relationship between fiscal 
burdens and the national income, and insofar as 
possible, an annual comparison of concrete exam- 
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elimination of the customs frontier between 








ples of the burden of taxes obtained by sampling 
in the case of typical enterprises. Indirect taxe 
should be equalized particularly insofar as they 
bear on products or services likely to be exchanged 
between France and Italy, for it is in this field that 
the greatest differences exist. In the absence of 
a customs barrier the maintenance of such dif. 
ferences would entail unacceptable disparities of 
tax burdens. The French administration will yn. 
dertake to keep current the information, which 
it has filed with the Commission secretariat, on 
the French fiscal system and especially on the var. 
ious indirect taxes which are in effect in France, 
The Italian administration will take steps to file 
similar information. 

The Commission has emphasized that an eco. 
nomic union advantageous to both countries could 
not be consummated without measures equalizing 
conditions of investment in both countries and fa- 
cilitating transfers‘of capital. The unification of 
the two markets and the coordination of credit and 
investment policy cannot be achieved before the 
second phase ofthe union. It was suggested thata 
special Mixed Commission be organized as soon 
as the Customs Union Agreement comes into effect 
in order to prepare the first measures required in 
this sector for the economic union. The commis- 
sion in question would follow in both countries 
the savings and investment situation and credit 
policies with a view to facilitating the introduc- 
tion by both countries of similar technical meas- 
ures as soon as such a procedure appears necessary 
and useful. In this connection there will be less 
difficulty in establishing a relationship between 
the two money markets in the case of medium and 
long-term capital issues than in the short-term 
credit field, particularly since the order of ac- 
complishment will, in principle, begin with direct 
financing by medium and long-term credit insti- 
tutions, and continue with progressive opening of 
the financial market of one country to the issu- 
ance of securities of the other country, and, finally, 
end with the granting of reciprocal banking 
facilities.” 

The establishment of a Franco-Italian customs 
union raises essentially four questions in the field 
of customs: the establishment of a common cus- 
toms union tariff vis-d-vis third countries, the 


*1 Tbid., pp. 77-86. 
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France and Italy, the territorial extent of the 
Union, and foreign trade statistics. The initial 
step in the establishment of a common customs 
ynion tariff is the preparation of a common cus- 
toms tariff and a convention to put it into effect. 
It is recommended that the determination of the 
nomenclature of the common tariff should be post- 
poned until the Customs Union Study Group at 
Brussels has finished its work and that the deter- 
mination of the rates in the new tariff should be 
delayed pending the conclusions of the tariff 
negotiations under the General Agreement on 
Tariffs and Trade held at Annecy. The tariff 
convention should provide for the uniform appli- 
cation of the customs union tariff. In addition 
to the establishment of a customs union tariff, the 
customs legislation and regulations of the two 
countries should be unified. Since the two cus- 
toms administrations had already begun to study 
these questions, it was proposed that a permanent 
Technical Committee on Tariffs be established to 
continue work on the problem. The elimination 
of the customs frontier between France and Italy 
would involve problems concerning the elimina- 
tion of all customs duties between France and 
Italy, agreement regarding the disposition of in- 
ternal taxes and charges other than customs duties, 
unification of legislation and other regulations 
affecting state monopolies, and unification, grad- 
ual reduction, and ultimate elimination of all re- 
strictions, other than customs duties, applied by 
the customs administration 7. e. exchange control, 
quantitative restriction, sanitary control, etc. 
The Commission proposed that the customs union 
at first should include only metropolitan Italy 
on the one hand and metropolitan France and 
the three Algerian Departments on the other, but 
gradual extension of the union to overseas terri- 
tories and possessions should be studied. Foreign 
Trade Statistics should be prepared in both coun- 
tries on the basis of the same classifications. Such 
a preparation is felt to be essential to joint plan- 
ning.” 

The general conclusion expressed in the report 
was that the organization of the external relations 
of the customs union is one of the most important 
problems and should be effected as soon as pos- 
sible. A common internal customs territory can- 
not be realized before a common customs union 
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tariff vis-a-vis third countries has been established. 
Likewise, it would be necessary to work out a 
joint commercial policy. It was felt that agree- 
ment with respect to imports and exports would 
develop internal industrial cooperation and en- 
courage the coordination of internal production 
and even increase trade between the two coun- 
tries themselves. In the establishment of com- 
mon external relations, the following considera- 
tions were emphasized by the report: The objec- 
tive should be the expansion of the foreign trade 
of the union; the balance of payments of the two 
countries should ultimately be calculated in com- 
mon; and the customs union should contribute to 
general European economic cooperation. 

The customs and economic union should be real- 
ized gradually in view of the very serious diffi- 
culties which have to be surmounted. The Com- 
mission proposed that during the period of forma- 
tion compensatory measures should be instituted 
to make the adjustments of the transitional period 
more readily acceptable. Taxes to compensate for 
differences in the cost of production are the one 
example of the compensatory measures cited by 
the report. However, it was pointed out that 
these measures should be transitory and progres- 
sively removed. Moreover, the Commission 
warned that these measures should not interfere 
with the increase in competition which will de- 
velop as a result of the union. It felt that such 
competition would produce desirable specializa- 
tion. On the other hand, it pointed out that even 
an uneconomic activity should not be compelled 
to disappear without a transitional period, adding 
that these measures could be imposed by both 
sides, after informing the body established to 
supervise the establishment of the customs union. 

The Commission has established the general 
goals and the framework within which they may 
be attained. The ultimate objective of economic 
union could best be established, not through a 
series of defined stages, but by moving forward on 
all fronts. Any and all efforts toward economic 
cooperation, however small in themselves, would 
aid materially in the achievement of the desired 
result. Success in one such effort will suggest, and 
even require, a similar effort in collateral fields. 
The Committee proposed that the two govern- 
ments establish a Franco-Italian Customs Union 
Council which would be composed of one repre- 
sentative, an alternative representative and seven 
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members from each country. It also suggested 
the establishment of a mixed Secretariat. Fur- 
thermore, each representative should have in the 
capital of the other country a permanent delegate. 
There should be a permanent section of the Coun- 
cil which would meet periodically, and the Council 
should have the authority to establish committees 
of experts. The functions of the Council would 
be to prepare plans for the establishment of the 
customs union within a period of 1 year and 
the realization of complete economic union within 
six years; to supervise the application, in each of 
the two countries, of measures adopted in common; 
to facilitate and follow relations between the vari- 
ous administrative services, professional and labor 
organizations of the two countries; to promote a 
common policy with respect to labor force and 
trade both between the two countries and between 
the customs union and third countries; and to 
give advice when requested. The Council would 
have to be consulted whenever one of the two gov- 
ernments instituted compensatory measures.” 


Treaty of March 26, 1949 


On March 26, 1949, the Foreign Ministers of 
France and Italy, Robert Schuman and Carlo 
Sforza, signed the customs-union treaty.* The 
provisions of this treaty relate to three general 
subjects : (1) the establishment of a Franco-Italian 
Customs Union; (2) the gradual establishment of 
an economic union between the two countries; and 
(3) the creation of the Customs Union Council. 
This treaty embodies by reference the conclusions 
of the report of December 22, 1947, and the report 
of January 22, 1949. It also reflects consideration 
by the signatories of the final act of the conference 
of the United Nations on trade and employment 
of March 24, 1948, and article 44 of the Habana 
Charter. The treaty stipulates that the common 
tariff applicable to trade with third countries and 
the removal of all tariff duties on trade within the 
union shall be completed within one year from the 
date on which the treaty enters into force. The 
division of customs revenue deriving from the 
application of the common tariff is to be deter- 
mined at a future date. 


* Tbid., pp. 92-100. 

* Annex IV provides a translation of the treaty signed 
Mar. 26, 1949, providing for the establishment of a Franco- 
Italian Customs Union. 
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The provisions concerning the economic unio, 
stipulate that it will be achieved by gradual step, 
within a period which the parties hope will not 
exceed 6 years. Pending the institution of th 
economic union, it was agreed that compensatory 
measures (taxes, in particular) could be used to 
equalize the differences in internal taxation or to 
lessen the repercussions of the removal of quanti. 
tative restrictions, provided that the over-all inci. 
dence of such compensatory measures should pro- 
vide a degree of protection which would be less 
than that assured to similar merchandise coming 
from third countries. 

A Council of the customs union is to be estab- 
lished within a period of 1 month after the 
treaty enters into force. The general functions of 
this Council are as follows: (1) It shall make plans 
for the establishment of the tariff union. (2) It 
shall prepare for the realization of the economic 
union and supervise its being placed into effect. 
In this connection, the Council is charged with 
making, on October 1 of each year, an annual re- 
port to the two governments, recommending meas- 
ures to be adopted in the subsequent 12-month 
periods. The first of these reports is due on Oc- 
tober 1, 1949. (3) It shall make proposals con- 
cerning the most rational use of labor, the devel- 
opment of economic activity in the two countries, 
and the expansion of trade between the two coun- 
tries and third countries. (4) It shall promote 
the development of close relations between the pub- 
lic services, business organizations, and labor 
unions of the two countries. (5) It shall give ad- 
vice on any measure concerning the customs or 
economic union when requested by either of the 
two governments. 


Conclusion 


This article is designed simply to describe the 
complex problems which must be faced by two or 
more countries contemplating the formation of a 
customs union. There are, however, certain ob- 
servations which might appropriately conclude 
this review. Although solutions for many of the 
problems have been indicated by the experts, their 
suggestions have undoubtedly created issues which 
must be decided by the people themselves. It is, 
thus, that the customs-union treaty now awaits 
ratification by the French and Italian Parliaments. 
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One may rest assured that before the final deci- 
sion of the governments is made, there will be 
further investigation, in accordance with demo- 
cratic precepts, of the merits and the effect of the 
union upon the people concerned. 

When the treaty is ratified, labor and industry 
will be called upon to cooperate in making adjust- 
ments to the inevitable dislocations which will 
arise from the formation of the union. It is only 
by this cooperative endeavor, however, that the 
people may enjoy the fruits of the union. These 
are the greater productive efficiency based upon 
the division of labor and capital, full and efficient 
use of manpower, lower prices resulting from 
larger markets and greater production, the general 
improvement in the standard of living, and the 
other benefits both tangible and intangible. 


The formation of a customs union may greatly 
affect the commercial and economic interests of 
other countries. Now, for the first time in history, 
international agreements, viz., the General Agree- 
ment on Tariffs and Trade and the Draft Charter 
for the International Trade Organization, estab- 
lish certain standards to guide participants in 
achieving a customs union. As both the French 
and Italian Governments have accepted these 
standards, it is expected that the general principles 
of these agreements will be followed in the formu- 
lation of the specific measures for accomplishing 
the objective of full customs and economic union. 


[Ep1tor’s Note: The following annexes to Mr. Hilton’s 
article will appear in the BULLETIN of Aug. 22, 1949: the 
Franco-Italian declaration and protocol for establishment 
of a customs union; the protocol regarding formation of 
the customs union; decision taken at Habana on Mar. 20, 
1948; and the treaty between France and Italy for estab- 
lishment of the customs union.] 


FOREIGN-AID ARTICLES AND THE BURDEN OF LOSS 


by Michael H. Cardozo 


Serving the national interest through interna- 
tional aid has become one of the biggest opera- 
tions of the United States economy. Lend-lease 
was the first large-scale program, involving trans- 
fers valued at over 50 billion dollars. It embraced 
equipment of all types, ranging from tanks, planes, 
and guns to orange juice, cod liver oil, and horse- 
shoe nails. The procurement and shipment of 
this enormous volume of material were not the con- 
cern of the government alone; they drew as well 
on the productive power and services of private 
business from Maine to Southern California. The 
impact of the program has been felt in balance 
sheets, in tax burdens, and in litigation. In many 
instances, it brought forth problems never previ- 
ously encountered by the many people and firms it 
affected. There was virtually no precedent for 
procurement by United States Government agen- 
cies of material for transfer to foreign govern- 
ments, and to this day the precise relationship of 
the supplier, the United States Government and 
the transferee government is sufficiently undefined 
to become involved in complex litigation. 
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The European Recovery Program (ERP) and 
its predecessors, Unrra, post-Unrra relief, in- 
terim aid, and assistance to Greece and Turkey in- 
volve vast new foreign-aid activities, not so large 
as lend-lease, but in many respects presenting prob- 
lems of more direct concern to private business in 
the United States and abroad. A new military 
assistance program is on the way. Many of the 
same types of incidents and legal relationships as 
arose under lend-lease will be met, but the empha- 
sis on the use of private channels of trade for the 
ERP in lieu of government procurement will have 
a significant effect on the relations between the 
private dealers and the governments involved. 


Title and the Risk of Loss 

Typical legal questions arise in foreign-aid pro- 
grams when goods are lost or damaged during de- 
livery or do not conform to the specifications of 
the original request. A remarkably large propor- 
tion of these legal questions seem at first glance to 
depend on the answer to the basic question, “When 
does title pass?” The difficulty with this ap- 








proach, however, is exemplified by the catchword 
of the lend-lease program that the United States 
Government retained such an interest in lend-lease 
articles that title to them “never passed.” In 
lend-lease and in some other programs “govern- 
ment procurement” was used extensively. Title 
passed to the United States Government when the 
articles were accepted from the supplier, but the 
transfer from the United States to the foreign 
government did not necessarily involve a transfer 
of title. In most cases it was closer to a loan of 
the articles, involving transfer only of custody and 
the right of possession or use, subject to a right to 
recapture at will. The problems that seem to de- 
pend on the time when title passes, therefore, can 
seldom be solved by a simple analysis of who 
“owns” the articles. Ownership of the articles is 
necessarily related to the question of whose money 
has paid for them, and most of the United States 
foreign-aid programs have involved articles paid 
for by the United States without prospect of any 
reimbursement by the transferee government. As 
a consequence, there is no “time of payment” by 
the transferee on which a transfer of title from 
the United States, and resulting “ownership”, can 
be founded. Still, there are many occasions when 
it becomes important to be able to fix responsibility 
for an article to determine who must bear the cost 
of shipment or repair, or replacement, and who is 
entitled to the proceeds of disposal or insurance. 

To designate a point of transfer of title becomes 
even harder in the case of articles under the ERP 
purchased by the foreign government directly 
from a supplier and transformed into a foreign- 
aid article by a process of reimbursement by the 
United States to the foreign government upon 
presentation of vouchers, invoices, and the like. 
Assuming that the article may have been delivered 
abroad and even consumed before the United States 
pays for it, is it still appropriate to speak in terms 
of the passing of title from the United States? 
If so, did it pass upon reimbursement by the United 
States or theretofore? A new factor enters the 
analysis when the procurement is wholly through 
private channels of trade, the importer abroad 
buying from a supplier or exporter in the United 
States, with the United States Government funds 
being injected into the stream at a convenient junc- 
ture, such as when a bank pays under a letter of 
credit. The analysis becomes yet another step 
removed from the normal course involved in allo- 
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cating the various property interests when the 
purchase is made from a source outside the United 
States through the normal commercial channels 
used by the importer in the recipient country but 
with the United States Government contributing 
dollars from its foreign-aid appropriation to cover 
the foreign-exchange requirements. In practically 
all cases, however, an understanding of the genera] 
relationship between the two governments and be- 
tween the governments and the dealer or supplier 
will provide the answers. 

The ramifications of a set of facts constituting 
an incident that actually occurred in the lend-lease 
program, and could occur in connection with any 
type of foreign-aid program, will illuminate the 
discussion. A supply of medicinal oil in capsules 
is requested for inclusion in a program by an eli- 
gible country, and the request is approved by the 
governmental agency having policy responsibility 
for the program. The supply is prepared and 
made ready for shipment by the American sup- 
plier, in this case a large private dealer in this 
commodity. Four stages of delivery ensue: (1) 
the rail shipment within the United States; (2) 
storage in the United States, after dispatch by the 
supplier but before loading for shipment abroad 
(this stage is not always present) ; (3) shipment 
aboard ocean vessel or aircraft; (4) unloading, 
transportation, and handling abroad. Let us as- 
sume that upon examination and analysis by a 
private dealer in the recipient country the material 
is found to fail in a solubility test, and it is there- 
fore unfit for use as intended. It must be diverted 
to a purpose that can make use only of its residual 
or scrap value. In this case the assumption is that 
there is no evidence to indicate when the deteriora- 
tion occurred. The dealer abroad has no evidence 
of the quality of the oil when it left the supplier’s 
plant. 


Claims by the Dealer Abroad 


The claims for damage start at the point of 
discovery, that is, with the dealer or buyer abroad. 
If this transaction had involved procurement by 
a United States Government agency for transfer 
to the recipient government, or merely transfer 
out of United States Government stocks, the 
dealer abroad would, in effect, buy the goods from 
his own government. He would pay local cur- 
rency to his government in return for title docu- 
ments. This procedure was typical of all lend- 
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jase transfers of consumer goods. Under the 
ERP or the Greek-Turkish aid program, this type 
of transaction could also occur, especially where 
the materials constituted agricultural surpluses or 
were in Army or Navy stocks remaining from 
the war. 

In all of these cases the aggrieved dealer, or his 
insurer, by right of subrogation, would ask his 
government to make him whole by repaying, in 
local currency, the difference between what he 
paid and what he could realize in a salvage sale. 
This action would assume a breach of warranty by 
his government. If, however, the sale had been 
made by the recipient government without war- 
ranty or recourse, the dealer, or his insurer, would 
have to seek redress from some other source. If 
he sought to recover from the United States 
supplier, he would have to show failure of specifi- 
cations in the original delivery to the United States 
procurement agency. He might have to find 
someone, such as a carrier, who received good 
medicinal oil and turned over damaged goods to 
the next in line. If this person were charged with 
the responsibility of delivering goods in their 
original condition, he would presumably be liable 
for damages suffered while the goods were in his 
possession. Whether the dealer would be entitled 
to collect, retain, and use funds recovered in dollars 
from such a person will be discussed separately 
further on. 

Under lend-lease procedures, it would be simple 
enough for the recipient government to make 
restitution, if it were liable to the dealer under a 
warranty, as it would merely have to refund out 
of its treasury part or all of the local currency pro- 
ceeds that it had received from the dealer. Under 
the more recent aid programs, however, starting 
with the post-Unrra Relief Assistance Act of 
1947, a refund has further ramifications by virtue 
of the deposits of “counterpart funds.” These de- 
posits result, in the case of aid rendered on a 
“orant” basis, from the requirement that an 
equivalent in local currency, or the local currency 
proceeds of sale in the recipient country, be de- 
posited in a special account from which expendi- 
tures may be made only with the concurrence of 
the United States. Where these deposits consist 
merely of the proceeds of sale in the recipient 
country, no great problem arises in case of a re- 
fund in the nature of damages, since the refund 
out of the deposit merely reduces pro tanto the 
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amount of proceeds available for deposit. 

Where the deposit in the special account, how- 
ever, is “commensurate” with the dollar cost spent 
by the United States, a refund to the local dealer 
out of this account cannot be automatic. In the 
first place, the deposit was not made out of the 
proceeds paid by the dealer ; in the second place, in 
many cases the deposit will not have been made 
before long after the goods have been delivered and 
the defects discovered. Consequently, the refund 
may have to be made out of other assets of the re- 
cipient government. A corresponding adjust- 
ment in the counterpart deposit could be made 
upon agreement with the United States that the 
transaction was not to be counted as aid rendered. 
Unless the United States could recover its expenses 
incident to the transfer from some party respon- 
sible for the poor quality or deterioration of the 
oil, such agreement would conflict with the re- 
quirement, in the recent programs, that the deposit 
be commensurate with the United States expendi- 
tures, not with the value of the aid that arrives. 
A more simple expedient would be for the recipi- 
ent government to request the concurrence of the 
United States in an expenditure out of the account 
in the amount required to compensate the dealer 
for his loss. It would be the responsibility of the 
administering agency to decide whether the ex- 
penditure would further any of the purposes for 
which withdrawals are permitted. 


Claims by the Recipient Government 


The second aspect of the problem is the right of 
the recipient government to redress for the dam- 
aged or defective goods. This leads to the ques- 
tion of the relationship, in terms of property law, 
between the United States Government and the 
government receiving the aid. It must be recog- 
nized at the outset that, because of the poor quality 
of the oil in the case under discussion, there was a 
failure to render the requested aid, a failure analo- 
gous in part to a failure of consideration in the 
ordinary contract case. A medicinal oil was re- 
quested ; a useless substance arrived. 

No refund by the United States Government 
can be expected, of course, where the United States 
Government has been paid nothing. To determine 
what redress may be obtained by the recipient 
government, we must assess the true damage, if 
any, suffered by it. In a straight lend-lease 
transaction, as distinguished from a transfer based 
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on current or deferred payment, the recipient 
government would have suffered only the non- 
financial damage of dearth or delay. If the need 
continued, replacement by the United States Gov- 
ernment was assured. Insurance payable in dol- 
lars to the recipient government was unnecessary. 
While the war continued, lend-lease appropria- 
tions were always ample to pay for replacement 
and repair of lost and damaged articles. The only 
problem in these cases was the question of the 
record of aid rendered. It was standard lend- 
lease practice to enter the record of aid when 
“transfer” was effected, and ordinarily this oc- 
curred upon loading on ocean vessels when a ship- 
ping ticket was signed by a representative of the 
foreign government. Goods lost thereafter none- 
theless appeared on the books as aid to that gov- 
ernment, and the cost of replacements was merely 
added to that record. Asa matter of fact, it was 
equally acceptable to enter a record of aid for 
goods lost before “transfer”, since the United 
States taxpayer had paid for them in the interest 
of aiding the other government. An example 
would be a flight-delivered aircraft which crashed 
after leaving a factory but before the last take-off 
from a United States field, where a representative 
of the foreign government would have signed a 
receipt. Any possible injustice in the lend-lease 
practice has certainly been wiped out in the 
standard formula for settlement of lend-lease ac- 
counts, which calls for no payment for anything 
lost during the war. The case of loss before 
transfer very seldom occurred, however, because 
in most such cases a carrier or similar party could 
be charged, and the United States could pay for 
replacement or repair out of the sums collected. 
The assurance of replacement that existed dur- 
ing lend-lease has not been present in the later re- 
lief and reconstruction programs, which com- 
mand a more limited liberality in Congress. Asa 
consequence, the nature of the damage suffered by 
a government receiving aid on a grant basis has 
more of a financial aspect because replacement 
through a grant may be impossible. In the face 
of such a financial loss, then, can the recipient 
government obtain redress by collecting dollars 
(a) from the United States Government or (b) 
from a party responsible for the harm done to 
the shipment? A claim against the United States 
would have to be based on some theory of a breach 
of contract or warranty. The relationship be- 
tween the recipient government and the United 








States under the present ERP and the preceding 
interim-aid program does have some contractua] 
characteristics. In the requisition or procure. 
ment authorization signed by the recipient goy- 
ernment and countersigned by United States of. 
ficials, a commitment by the United States to pay 
for the articles or services involved generally ap. 
pears. This commitment, however, does not in- 
clude a promise to deliver. Indeed, as between 
the two governments, the entire transaction js 
impliedly or expressly revocable. After revoca- 
tion there would remain on the United States only 
the obligation to pay for goods under special cir- 
cumstances. For example, the United States 
would have to pay for goods ordered through a 
government procurement agency. Also, the 
United States remains responsible for payment 
for articles procured in private channels of trade, 
even after revocation, if a supplier or a bank 
would otherwise suffer loss. This is protection 
against a change of United States policy toward 
a recipient government that might leave suppliers 
or banks with theoretical claims against a foreign 
government, already short of dollars, and now 
threatened with obscurity behind an iron curtain, 
The United States never makes a firm promise to 
the other government, however, that it will deliver 
the goods requested. Nor does the undertaking 
of the United States amount to a warranty. It is 
no more than a promise to meet the cost of what 
is actually delivered. Consequently a claim 
against the United States, based on the arrival of 
faulty goods, has no more substance than a claim 
based on nondelivery of goods. 

If convincing evidence showed that damage to 
goods, such as the medicinal oil, occurred after 
loading aboard ship, as from improper storage 
near heat, and notices on the case to “stow in cool 
place” gave grounds for a conclusion that there 
was negligence, the ocean carrier would be liable to 
someone. Ifthe material transferred to the recip- 
ient government had been procured by a United 
States Government procurement agency, or if the 
recipient government had made a contract of pur- 
chase with a private dealer in the United States, 
with the financing taken over by the United States 
under the aid program, the recipient government 
would have all the qualifications of a proper claim- 
ant except one: it did not pay for the goods. In 
such a case, would damages collected in dollars 
from the shipping line be a windfall to the recipient 
government? Certainly not if the dollars were 
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immediately used to replace the goods. But 
should the United States insist on receiving 
the proceeds of the claim as assurance of 
proper re-use? This action would be in line with 
lend-lease policy and practice, which, for example, 
required a foreign government to turn over to the 
United States all dollar insurance proceeds real- 
ized on lend-lease goods. The basic assumption, 
however, of the ERP, to wit, a dollar deficit in the 
recipient country’s balance of payments, might 
have led to a different result. The countries of 
Europe have been found to have a shortage of a 
given amount of dollars needed to restore trade 
with the Western Hemisphere and among them- 
selves. The Organization of Eurcpean Economic 
Cooperation (Orec) was organized with the aim 
of promoting the use of all dollar and other re- 
sources of the countries participating in the ERP 
for purposes that will contribute to the accomplish- 
ment of the program. If it succeeds in this aim, 
a recipient country must use any proceeds of a 
claim, based on damages to a United States fi- 
nanced shipment, for replacement in kind or in 
some other manner consistent with recovery. This 
procedure applies also to all the dollar resources 
of the participating countries, and yet United 
States aid is not rendered by turning over unfet- 
tered dollars to the participating countries. A 
close control over the expenditure of assistance 
money is maintained, and similar control might be 
appropriate for the funds realized as damages. 
Actually the Economic Cooperation Administra- 
tion makes a practice of having such funds turned 
over to it for re-use in approved programs. 

The foregoing discussion of a claim by the gov- 
ernment of a recipient country is equally apposite 
whether the article was intended for use by the 
government itself or was sold by that government 
to a dealer or other private user in that country. 
Such a dealer or consumer in a country participat- 
ing in the ERP, having paid his government for 
the useless goods, or having paid through his nor- 
mal banking channels, would not have to be pre- 
vented by the United States Government from 
receiving whatever damages the law allows him 
to recover from a responsible carrier or other 
party. The influence to be exercised by the United 
States in determining the use of any of such pro- 
ceeds, recovered in dollars, however, would have 
to be the same as in the case of recovery by the 
recipient government, and the Economic Coopera- 
tion Administration is exercising the same control 
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in both cases. The same conclusions would be ap- 
plicable if the article, for which the United States 
had paid, had been procured in a third country 
and the recovery received by the dealer were ef- 
fected in the currency of such third country. 


Liability of Supplier to U. S. Government 


It is conceivable, of course, that the supplier of 
the medicinal oil originally furnished low quality 
material or packed the capsules carelessly. Per- 
haps the cartons were improperly labeled for ship- 
ment abroad. The precise basis of the claim is 
not important in evaluating the positions of the 
various possible claimants in relation to the sup- 
plier. The claimant may be anyone in the chain 
of delivery, from the ultimate user abroad, or the 
dealer there, to the United States Government on 
this side. 

In the case of procurement through a United 
States Government agency, that agency might be 
the claimant. Notice of the poor quality of the oil 
would probably be received by the United States 
through a mission in the United States represent- 
ing the recipient government. The mission would 
be advised of the damage after redress had been 
sought from the recipient government by the ag- 
grieved dealer abroad. As indicated above, the 
connection between the recompense made by the 
recipient government, in its own currency, and the 
dollar recovery due from the party at fault, is in- 
direct. The approach to the United States Gov- 
ernment must be merely in the nature of a notice, 
not a claim, in view of the absence of any direct 
financial loss by the recipient government, which 
has made no financial outlay. Having received 
notice, and detecting evidence on which to base a 
claim, the United States Government, now acting 
through its procurement agency, may proceed 
against the supplier. There may be difficulties in 
the way of collecting, however. Unlike the ordi- 
nary commercial transaction based on offer and 
acceptance, generally by mail or telegram, the 
United States procurement operation involves in- 
spection in the United States and specific accept- 
ance by United States officials. Any patent de- 
fects would presumably be waived. In the case 
of the capsules of oil, the type of packing, and the 
warning marks on the cartons would also be ob- 
vious, and failure to object to a defect could pos- 
sibly be attributed to negligence or other fault of 
the United States Government agency. This neg- 
ligence would estop the United States from re- 
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covery from the supplier. Inability of the United 
States to collect in such a case would mean a loss 
to the United States taxpayers in the sense that 
this investment failed to achieve its purpose, and 
a loss, at least theoretically, to the recipient gov- 
ernment through the retardation of its recovery. 

Recovery by the United States Government for 
breach of contract, although improbable, is not, 
however, impossible, as in a case where only ulti- 
mate testing by the prospective user can reveal a 
defect, and acceptance by the United States pro- 
curing agency cannot be interpreted as a waiver. 
If a right to recover is proved, the supplier might 
replace the goods, which would restore the transac- 
tion to regularity all along the line. If the recov- 
ery were in cash, however, whether from the sup- 
plier or from a carrier or other party at fault, the 
money could not be used again to replace the arti- 
cle, but would have to go into miscellaneous re- 
ceipts of the Treasury unless the agency can sus- 
tain the contention that the recovery merely 
amounts to a refund of the procurement cost. 
Similarly, the payments could be re-used in the case 
where a procurement agency had purchased goods 
from a revolving fund, such as the assets of a 
government corporation, and, at the time of recov- 
ery for loss or breach of contract, had not reim- 
bursed the fund out of foreign aid appropriations. 
In the case of funds paid into miscellaneous re- 
ceipts of the Treasury, the United States tax- 
payers would suffer no loss, but economic recovery 
in the recipient country would not have been fur- 
thered despite the expenditure out of the appro- 
priation. 


Liability of Supplier to Others 


An interesting question arises in the case of 
faulty goods if the recipient government makes 
redress in local currency to the dealer abroad and 
then seeks to recover from the supplier. Presum- 
ably erroneous acceptance of the goods by the 
United States procurement agency, which would 
give an immunity to the supplier, would leave the 
United States alone responsible for the loss, as far 
as the recipient government is concerned. But no 
collection is possible from the United States be- 
cause of the donor-donee aspect of the relation- 
ship. Also, the United States bears none of the 
burden of refunding local currency to the dealer. 
If, however, the transaction were a grant under a 
program calling for deposit of the proceeds of 
sale in a special account, the payment to the dealer 


220 


would reduce the amount on deposit in this special 
account. The United States would then be af. 
fected, because it must consent to any use of the 
funds in the account, and it is important to the 
United States to have as much of such funds as 
possible available for purposes that will contrib. 
ute to recovery. Re-use by the dealer of the re- 
funded local currency for a purchase in the 
United States could, of course, contribute as much 
to recovery as the original expenditure, but it 
would necessarily involve a new demand for dol- 
lars. This demand would mean, presumably, a 
new drain on the United States appropriation for 
aid. The net result is that, in a grant transaction 
where recovery from the supplier is foreclosed, 
the burden of the loss falls on the United States 
taxpayer, who has either made one fruitless invest- 
ment in a foreign aid item or must make the invest- 
ment twice in order to accomplish the purpose of 
the transaction. 

An interesting instance of this problem arose 
during lend-lease operations. A quantity of steel 
cable was requisitioned by a lend-lease government 
for use in the fishing industry, which was supply- 
ing much needed food for the fighting nations. 
Steel cable was, of course, in extremely short sup- 
ply, and only procurement through the lend-lease 
procedure, employing government channels, could 
assure reasonably prompt delivery. The request- 
ing government, however, paid in advance for the 
material, making it a “cash reimbursement” lend- 
lease transaction. The approved requisition was 
transmitted by the policy agency, the Foreign Eco- 
nomic Administration, to the Procurement Divi- 
sion of the Treasury Department for purchase and 
transfer. In due course the cable was shipped. 
Shortly thereafter advice was received from the 
recipient government that the diameter of the 
cable was too great, and that it would not fit on 
the vessels for which it was intended. An exami- 
nation of the original requisition showed that the 
smaller diameter had been requested. Further 
inquiry revealed that the representatives of the 
Treasury’s Procurement Division accepted the 
wider diameter on the mistaken assumption that 
it would be acceptable. This assumption estopped 
the United States Government, or any party claim- 
ing under it, from collecting damages or the pur- 
chase price from the supplier. 

The recipient government, however, had re- 
ceived useless cable and could expect to receive a 
proper replacement or have its advance payment 
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refunded. This equitable claim was recognized by 
the FEA, and the purchase price was refunded 
out of lend-lease appropriations and recorded as 
straight lend-lease aid to the recipient country. 
The cable itself was shipped back to the United 
States and sold as surplus. This government re- 
tained the proceeds. The difference between the 
purchase price and the amount realized constituted 
loss to the United States taxpayer; the whole pur- 
chase price was a fruitless drain on lend-lease ap- 
propriations; and the other government was 
deemed to have received an amount of lend-lease 
aid which never was actually furnished. If the 
whole transaction had happened in a straight lend- 
lease case, instead of in an instance of cash pay- 
ment by the recipient government, the precise 
counterpart of the medicinal oil case would have 
been presented. No reimbursement would then 
have been made to the other government, of course, 
which would merely have been treated like a dis- 
satisfied customer with a charge account. If the 
cable were returned, the effect on the United States 
however, would have been the same as in the cash 
case. In other words, the cash transaction was 
merely transformed into a straight lend-lease 
transfer. Under general principles adopted by the 
United States for lend-lease settlements, no pay- 
ment is demanded for articles lost, consumed, de- 
stroyed, or returned. This arrangement assures 
that the entry in the lend-lease account would not 
cause a recipient country to be asked to make a 
payment for an article like the unsatisfactory 
cable. 

The solution found in the case of the rejected 
cable, which started as a cash reimbursement lend- 
lease transaction, would not have been possible, of 
course, if lend-lease appropriated funds had not 
been available for reimbursement to the dissatis- 
fied government. Ifthe funds had been exhausted 
or had lapsed by the passage of time, the recipient 
country could have had no enforceable claim 
against the United States Government, which 
acted throughout on behalf of the other govern- 
ment and without any possible assumption of lia- 
bility. The United States Government would, of 
course, have represented the recipient government 
in attempting to recover from the supplier, if fault 
could be attributed to the latter. In the absence 
of proof of fault, however, the loss would have to 
be borne by the recipient government. That is 
one of the effects of the unique relationship created 
under the stress of wartime supply procedures. 
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Aid on a Credit or Cash Basis 

The analogy with a charge account customer 
leads to consideration of the case of aid rendered 
on a credit basis, where the recipient country 
agrees to pay for the assistance over a period of 
years. The expression “aid on a credit basis” is 
intended to convey a meaning slightly different 
from the concept of aid through “loans”. The 
former connotes the furnishing of aid in kind, of 
articles calculated to achieve a special purpose, 
with a counter promise to pay the cost over a pe- 
riod of years. A loan, on the other hand, connotes 
the delivery of money, to be used generally as 
needed, with a promise to repay on credit terms. 
The British loan was such a transaction, and as 
far as the problems discussed in this article are 
concerned, the business of the Export-Import 
Bank is conducted on a loan basis. These prob- 
lems do not arise when the loan method is used, 
for the relationship between the United States and 
the recipient government is then purely debtor 
and creditor, although the supplier has relations, 
in the legal sense, only with the recipient 
government. 

Aid on a credit basis is found in some of the 
lend-lease “pipeline” agreements, concluded under 
authority of section 3 (c) of the lend-lease act. 
Under these agreements, involving only United 
States Government procured articles, transfers 
were made to the various countries, after the end 
of hostilities, of articles which were theretofore 
in process of delivery or under contract in the 
United States. The recipient countries had to 
agree to pay the cost of the articles, but payment 
could be made under various liberal terms, some 
calling for installments stretching over 30, 35, or 
50 years. Delivery of the unsatisfactory shipment 
of oil under one of these credit agreements could 
be expected to result in elimination of the item 
from the recipient country’s account. The agree- 
ment would have called for medicinal oil; de- 
livery of something else would not call for pay- 
ment. Any dollar proceeds realized by the 
recipient country from disposal of the residue 
abroad would, of course, belong to the United 
States, which would also have a right to receive 
any damages collectible from the persons at fault. 
In other words, the transaction becomes the same 
as straight lend-lease, as in the case of the oversize 
cable, as soon as the foreign government’s obliga- 
tion to pay is cancelled by virtue of an unexpected 
circumstance. 








In the case of some of the lend-lease “pipeline” 
agreements, the payment was effected by a series 
of offsetting adjustments in an over-all settlement 
agreement, with the end result that nothing re- 
mains to be paid by the recipient government. In 
some cases the books were closed with payment of 
an immediate lump sum. These over-all agree- 
ments also contain general waivers of intergovern- 
mental claims connected with lend-lease or other 
wartime activities. If the loss from the useless- 
ness of the medicinal oil, for example, occurred be- 
fore the signing of such an agreement, embodying 
a claims waiver and calling for no further pay- 
ments for the pipeline material, any claim against 
the United States is clearly absorbed in the settle- 
ment. Where such a settlement agreement was 
signed before the shipment was started, the same 
result should be reached, despite the advance dis- 
charge the United States might thereby receive 
from the consequences of its own possible negli- 
gence. Only if the settlement agreement permits 
later adjustment of the amount to be paid can the 
incidence of the loss be shifted by deduction from 
the amount to be paid for the goods or by other 
means. 

The transformation of a transaction from a 
cash or credit to a straight aid or grant basis, as 
a means of adjusting a recipient country’s claim 
for damages, may also occur in the ERP or a new 
military assistance program when a recipient 
country has agreed to make some form of payment 
for the aid. There are not likely to be any cash-on- 
delivery (or before delivery) transactions in ERP, 
comparable with cash-reimbursement lend-lease, 
which was used mainly to overcome difficulties 
caused by wartime scarcities. The necessary 
preference for government procurement in lend- 
lease has given way to emphasis on private chan- 
nels of trade. Aid on a credit basis, therefore, 
will be the more significant factor in the ERP. 
In view of the likelihood that, as in lend-lease, in- 
surance will not be widely used, the burden of 
losses connected with this type of aid should fall 
in the same manner as with the long-term lend- 
lease pipeline credits. 

In the ERP occasionally a transaction that 
started out on a credit basis will, as a financial 
matter, became transformed into something like a 
grant. It could occur where no third party can 
be held liable, such as where the goods involved 
were government procured. It could also occur 
where, the loss having been caused by factors be- 
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yond the control of the recipient government and 
there being no chance of recovery from third 
parties, the United States Government agrees to 
remove the cost from the column showing trans- 
fers against the credit. Such a concession might 
well be demonstrably in the interest of the eco- 
nomic recovery for which the whole program was 
devised. The transaction will not become a grant 
generally because the recipient government will 
have received no aid in return for the expenditure 
recorded by the United States, and clearly no 
“counterpart” deposit can be expected. In lend- 
lease this type of transformation from one type of 
aid to another was satisfactory because so much of 
lend-lease was delivered on the understanding that 
the terms of payment, if any, would be fixed after 
the end of hostilities, and one more item in this 
category would not be objectionable. In the 
meantime, the dollar sign, so far as possible, was 
taken out of aid to the fighting Allies. Less lee- 
way may exist in the ERP, where Congress, for 
the first year’s operations, imposed a limit on the 
amount of funds that could be spent without a 
promise to repay on credit terms. Taking a par- 
ticular transaction out of the credit column could, 
consequently, have had the effect of reducing to 
that extent the ultimate amount of aid that coun- 
try could receive. The burden of the loss, once 
shifted back to the United States, in recognition 
of its fault or the absence of fault in the recipient 
government, would then find its final economic 
resting place in the lap of the latter. Insurance, 
even if permitted, could not protect against this 
result because it would be caused by a mistake of 
a United States inspector coupled with the ex- 
haustion of appropriated funds, rather than by 
one of the risks normally covered. Underwriters 
are unlikely to cover losses resulting, in the final 
analysis, from decisions of Congress in its exercise 
of the appropriation power. 


Conclusion 

This exploration of risk and burden of loss in 
various types of foreign-aid transactions has been 
undertaken as much in an effort to analyze the 
essential relationships between the aiding and 
recipient countries as to provide a guide to results 
to be reached in particular circumstances. The 
results follow naturally from the relationships. 
The analysis might prove useful in finding solu- 
tions to other legal and administrative problems 
met in the comparatively novel field of foreign aid. 
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Report on the Present Status of the Armistice Negotiations 


and the Truce in Palestine‘ 


U.N. doc. §/1357 
Dated July 26, 1949 

I have the honour, in pursuance of the resolu- 
tion of the Security Council of 15 July 1948, to 
submit a report to the Security Council on the 
armistice negotiations between the Arab States 
and Israel which have been undertaken in response 
to the Security Council’s resolution of 16 Novem- 
ber 1948 (S/1080), and on the present status 
of the Palestine truce. 


I. The Armistice Negotiations 


1. The Security Council resolution of 16 No- 
vember 1948 (S/1080) called upon the parties 
directly involved in the conflict in Palestine to 
seek agreement forthwith by direct negotiations 
or by negotiations through the Acting Mediator 
on Palestine, with a view to the immediate estab- 
lishment of an armistice. The armistice would 
include “the delineation of permanent armistice 
demarcation lines beyond which the armed forces 
of the respective parties shall not move”, and 
“such withdrawal and reduction of their armed 
forces as will ensure the maintenance of the armis- 
tice during the transition to permanent peace in 
Palestine”. The armistice would thus be the next 
step toward peace beyond the truce regime. In 
effect, the armistice would liquidate the military 
phase of the armed conflict in Palestine. 

2. The Provisional Government of Israel 
promptly communicated its willingness to enter 


1Transmitted with a letter dated July 21, 1949, from 
the U.N. Acting Mediator on Palestine, Ralph J. Bunche, 
to the Secretary-General, Trygvie Lie. For text of the 
Israeli-Syrian armistice agreement, see BULLETIN of Aug. 
8, 1949, p. 177; for texts of Israeli agreements with Egypt, 
Lebanon, and Hashemite Jordan Kingdom, see Documents 
and State Papers of May 1949, p. 798. 
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into the armistice negotiations called for, but the 
Arab States were slower in responding to the Se- 
curity Council’s call. Egypt, Lebanon and Trans- 
jordan, in December 1948, communicated their 
acceptance of the resolution in principle but were 
not immediately prepared to undertake the nego- 
tiations called for. It was not, therefore, until 
January 1949 that the first negotiations, involving 
Egypt and Israel, could be got underway. 

3. As previously reported to the Security Coun- 
cil, armistice agreements have now been concluded 
between Egypt and Israel (S/1264), Lebanon and 
Israel (S/1296), Israel and Transjordan (S/1302), 
and Israel and Syria (S/1353). The agreement 
between Israel and Transjordan also covered the 
front held by Iraqi forces, and therefore made un- 
necessary any separate negotiations between Iraq 
and Israel. Since such Saudi Arabian forces as 
were involved in the Palestine conflict served un- 
der Egyptian command, they were covered by the 
terms of the Egyptian-Israeli agreement. Yemen 
has had no forces in the conflict and therefore no 
agreement involving Yemen has been necessary. 
As a result of these agreements, an armistice now 
applies to all of the fighting fronts in Palestine 
and by the terms of the agreements the military 
phase of the Palestine conflict is ended. Thus, 
the Security Council’s resolution of 16 November 
1948 has been fulfilled by the parties to the Pal- 
estine dispute. 

4. The armistice agreements provide for a defi- 
nitive end to the fighting in Palestine. Each 
agreement incorporates what amounts to a non- 
aggression pact between the parties, and provides 
for withdrawal and reduction of forces. The 
agreements have all been negotiated at the govern- 
mental level and signed for and on behalf of their 
respective Governments by delegations carrying 
credentials in good order. They are agreements 
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voluntarily entered into by the parties, and any 
breach of their terms would involve a most serious 
act of bad faith. 

5. The negotiations leading to these agreements 
were, in each case, tortuous and difficult. But 
they demonstrate that once the parties could be 
brought together, they could, with United Nations 
assistence, be led to reasonable and honourable 
agreement. That these agreements have been ob- 
tained is due to the intensive and determined ef- 
fort exerted by the United Nations, and its firm 
resolve that this dispute should be settled by peace- 
ful means. The fruits of this effort have been 
successively the four weeks’ truce, the imposed 
truce of 15 July 1948, and now the four armistice 
agreements. Negotiations looking toward the 
formal peace settlement are being conducted by 
the United Nations Palestine Conciliation Com- 
mission. 

6. The voice of the United Nations has weighed 
heavily in all of the negotiations concerning the 
truce and armistice agreements. The Secretary- 
General of the United Nations has given full and 
invaluable support and has intervened effectively 
in the numerous crises. In these agreements the 
— have negotiated as equals. The armed 

orces of both sides remain intact and largely un- 
impaired by the earlier fighting. Throughout the 
negotiations, the parties showed understandable 
reluctance to assume responsibility before the 
United Nations and wnat opinion for causing 
their collapse or failure. In each instance, the 
parties came to the negotiations with a sincere de- 
sire to achieve agreement but with firm ideas as to 
the basis for such agreement. In the final analy- 
sis, agreement was possible only because they were 
willing to accept considerably Sess than their orig- 
inal demands. The statesmanship and the spirit 
of conciliation shown by the Governments and 
their delegations in each case made final agree- 
ment possible. The agreements have proved ef- 
fective in practice and I see no reason why they 
should not continue to do so. The fighting in 
Palestine has ended. 


ll. The Truce 


1. The conflict which broke out in Palestine in 
May 1948, and which constituted a threat to the 
peace, was checked by means of a United Nations- 
sponsored truce. On 11 June 1948, the four weeks’ 
truce called for in the Security Council resolution 
of 29 May 1948 (S/801) became effective, and it 
endured until 9 July 1948. This was a negotiated 
truce, voluntarily accepted by the Arab States and 
the Provisional Government of Israel. At the 
time this four weeks’ truce went into effect, the 
conflict in Palestine was general and gaining in 
momentum. The truce which stopped the fight- 
ing and which checked the momentum of the con- 
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flict so effectively that it was never again to be 
resumed on a general scale was due primarily to 
the herculean efforts of the United Nations Media- 
tor on Palestine, the late Count Folke Bernadotte, 
In seven days of negotiation of unparalleled inten- 
sity, in Tel Aviv and the capitals of the Arab 
States, Count Bernadotte succeeded in gaining the 
acceptance of all parties for the conditions of the 
truce which he had formulated and for its effective 
date of 11 June. This original four weeks’ truce 
was the turning-point in the Palestine conflict. 

2. The four weeks’ truce, by and large, was ef- 
fective. There were a number of serious viola- 
tions, but the general warfare was checked and 
the fighting fronts became more or less stabilized. 
When the Arab States rejected Count Berna- 
dotte’s appeal to prolong it beyond the four-week 
period, on the grounds that the truce had worked 
to the advantage of the Israelis, Count Bernadotte 
appealed in person to the Security Council to im- 
poseatruce. This was done in the Security Coun- 
cil resolution of 15 July 1948, ordering the disput- 
ing parties to refrain from further resort to force. 
All of the parties involved in the conflict informed 
the Security Council that they would abide by its 
decision. The resolution of 15 July constitutes an 
injunction which still remains in force. The im- 
pene truce became effective on 18 July 1948, a 

ate fixed by the Mediator. 

3. The imposed truce was effectively applied 
until mid-October. There were local violations 
but none which involved serious fighting until the 
clash in the Negeb which began on 14 October 
1948. In the Negeb and subsequently in Galilee, 
military activity under the truce led to important 
changes in the military situation which the Truce 
Supervision Organization could not rectify. 

4. Prior to the October fighting in the Negeb, 
Count Bernadotte and I, after his death, had 
warned that the truce in Palestine could not be 
maintained indefinitely without the probability of 
serious fighting occurring and consequent mili- 
tary advantage accruing to one side or the other. 
It was apparent as early as September 1948, that 
an indefinite truce, under which the fighting for- 
ces would remain arrayed against each other in 
close proximity, would become increasingly un- 
easy and insecure, and that the Truce Supervision 
Organization would not be able to control the in- 
creasing violations unless the United Nations 
would take most severe measures against those 
guilty of violations. 

5. The United Nations experience with the truce 
in Palestine indicated that an imposed truce could 
be effectively applied and supervised for a period 
of four or five months at the most, but should then 
be superseded by a further step toward permanent 
peace. Although the truce imposed by the Secu- 
rity Council on 15 July 1948 was of indefinite 
duration and included a permanent injunction 
against resort to force in the Palestine dispute, 
both sides came to regard the truce as a mere inter- 
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ruption of hostilities, a phase in the fighting, 
rather than a definite end to the armed conflict. In 
maintaining the status guo, the truce inevitably 
rpetuated some conditions which after a period 
of months became so intolerable as to induce one 
side or the other to undertake corrective measures 
even at the expense of openly defying the truce. 

6. When Count Bernadotte was called upon to 
supervise the four weeks’ truce in the Security 
Council resolution of 29 May 1948, he had at his 
disposal in Cairo and Tel Aviv only seven mem- 
bers of the United Nations Secretariat, including 
secretaries. He had to recruit military and civil- 
jan personnel and fashion an efficient Truce Super- 
vision Organization virtually overnight. On 11 
June 1948, when the four weeks’ truce became ef- 
fective, the first military observers arrived in 
Cairo. Until they could be briefed and sent into 
the field, members of the Secretariat had to func- 
tion as observers and several of them displayed 
singular courage in traversing no-man’s land to 
bring local commanders together and in stopping 
local incidents of fighting. Members of the mis- 
sion, military and civilian alike, have served the 
United Nations with great loyalty and ability. 

7. The military observers from Belgium, 
France and the United States of America, and 
the Swedish officers who served with Count 
Bernadotte, deserve great credit for the courage- 
ous service they have rendered and continue to 
render to the cause of peace in Palestine. It 
has been a completely new experience for all of 
them, but they caught the spirit of the effort 
quickly and have served the United Nations with 
great devotion, even at the expense of their lives. 
The Governments which have made these un- 
armed men available are due full appreciation 
from the United Nations. 

8. The United Nations effort in Palestine has 
been costly in casualties as well as in monetary 
expenditure. Ten members of the Organization, 
including the Mediator, have lost their lives over 
a period of fourteen months, and twice that many 
have been wounded. Some of these lives have 
been lost under conditions which would appear 
fully to justify the United Nations in holding 
the Governments concerned liable for the deaths. 
In some instances, as in the case of Count Berna- 
dotte himself, had adequate protection been given, 
the deaths could have been avoided. Despite the 
casualties, however, bearing in mind the neces- 
sity for freedom of movement if truce supervision 
is to be effective, I firmly believe that the prin- 
ciple adhered to in Palestine by Count Berna- 
dotte and by me after his death, has been sound. 
In the absence of any protective United Nations 
force, that principle has been to leave it to the 
discretion of the local authorities to determine 
how much or how little protection is needed by 
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the United Nations personnel, since it is the re- 
sponsibility of the local authorities to protect that 
ersonnel. Thus, neither Count Bernadotte nor 
have ever asked any local authority for pro- 
tection, nor did we ever refuse it when the local 
authority provided it. 

9. Neither the Truce Supervision nor the Medi- 
ation operations could have functioned effectively 
had the United Nations not provided independent 
systems of communication and transportation. 
These involved great expenditure but they were 
indispensable to the work of the mission and often 
meant the difference between success or failure in 
negotiations, and indeed, life or death for the 
Mission’s personnel. 


ili. Conclusions 


1. The practical application of the Security 
Council’s truce in Palestine has now been oe 
seded by effective armistice agreements volun- 
tarily negotiated by the parties in the transition 
from truce to permanent peace. Since all of these 
agreements are self-enforcing and establish the 
necessary machinery for their supervision, with 
the assistance of the United Nations Chief of 
Staff of the Truce Supervision and United Na- 
tions observers at his command, it would seem 
unnecessary longer to impose upon the States 
concerned the restrictive conditions of the Se- 
curity Council truce. The Security Council reso- 
lution of 15 July 1948 imposed not only a truce 
and the conditions relating thereto, but ordered 
the Governments and authorities concerned, pur- 
suant to Article 40 of the Charter of the United 
Nations, to desist from further military action. 

2. In view of the existing state of affairs in 
Palestine, the Security Council might consider it 
advisable to review the situation in the light of 
the new conditions and to take appropriate action. 
Such action might declare it unnecessary to pro- 
long the truce provided for in the Security Coun- 
cil resolution of 15 July 1948. It might, at the 
same time, reaffirm the order in that resolution 
to the Governments and authorities concerned, 

ursuant to Article 40 of the Charter of the 

TInited Nations, to desist from further military 
action, and might also call upon the parties to the 
dispute to continue to observe an unconditional 
cease-fire. Action along some such lines would 
be consistent with the realities of the present sit- 
uation and would at the same time fully safe- 
guard the basic objective of the Security Council 
that fighting in Palestine shall not be resumed. 

3. In conclusion, I would respectfully call to the 
attention of the Security Council my communica- 
tion to the Council of 17 January 1949 (S/1215). 
In my view, the action which the Council might 
now properly take should also provide, in accord- 
ance with the resolution of the General Assembly 
of 11 December 1948 (S/807), for the termination 
or the transfer to the United Nations Palestine 
Conciliation Commission of such functions as now 
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remain to the position of Mediator under Security 
Council resolutions. With the armistice agree- 
ments concluded, there is no longer any useful 
function to be performed by the Mediator. Any 
further activity by me would inevitably impinge 
upon the work of the Palestine Conciliation Com- 
mission. This could create only confusion and 
duplication of effort and would serve no useful 
purpose whatsoever. Under the terms of the sev- 
eral armistice agreements, I have no responsibility 
for their implementation or supervision, since this 
responsibility, by mutual agreement, is assumed 
by the parties themselves. ith the truce obso- 
lete, the armistice agreements concluded, and the 
Palestine Conciliation Commission conducting 
ey negotiations, the mission of the Mediator has 

een fulfilled: I am happy to have had this great 
opportunity to serve the United Nations and the 
cause of peace in Palestine and in this, my final 
report, wish to thank the Security Council for the 
indispensable support which it has given to me in 
my efforts to discharge the responsibilities en- 
trusted to me. 

4. Finally, it is clear to me that the success or 
failure of any mediation or conciliation effort in 
a situation such as that presented by Palestine 
must depend very largely upon the measure of 
support afforded by the United Nations. If the 
voice of the United Nations is strong and clear, it 
can be the decisive factor in the mediatory effort 
to resolve the conflict. The most effective instru- 
ment at the disposal of a mediator or conciliator 
is the assurance of prompt and vigorous support 
and action by the United Nations. 

5. I have taken the liberty of attaching to this 
report, as an annex, a memorandum suggesting 
the general lines of the action which the Security 
Council might now consider it appropriate to take. 

(Signed) Ratew J. Buncue 
Acting Mediator 


Annex 


The Security Council, 

Havine noted with satisfaction the several 
armistice agreements concluded by means of ne- 
gotiations between the parties involved in the con- 
flict in Palestine in pursuance of its resolution of 
16 November 1948 (S/1080) ; 

Expresses the hope that the Governments and 
authorities concerned, having undertaken by means 
of the negotiations now being conducted by the 
Palestine Conciliation Commission, to fulfill the 
request of the General Assembly in its resolution 
of 11 December 1948 to extend the scope of the 
armistice negotiations and to seek agreement by 
negotiations concluded either with the Concilia- 
tion Commission or directly, will at an early date 
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achieve agreement on the final settlement of al] 
questions outstanding between them ; 

Declares that the armistice agreements as an im. 
portant step in the transition from truce to perma. 
nant peace in Palestine, render unnecessary the 
prolongation of the truce as provided in the 
resolution of the Security Council of 15 July 
1948 (S/902) ; 

Reaffirms the order set forth in its resolution of 
15 July 1948 to the Governments and authorities 
concerned, pursuant to Article 40 of the Charter 
of the United Nations, to desist from further milj- 
tary action, and calls upon them to continue to ob- 
serve an unconditional cease-fire ; 

Requests the Conciliation Commission, with the 
assistance of the United Nations Chief of Staff of 
the Truce Supervision Organization, to undertake 
the observance of the cease-fire in Palestine, and 
terminates all remaining functions of the United 
Nations Mediator on Palestine under Security 
Council resolutions; 

Requests the Secretary-General to continue in 
existence such of the present Truce Supervision 
Organization as the Conciliation Commission, in 
consultation with the Chief of Staff, may require 
in maintaining the cease-fire and as may be neces- 
sary in assisting the parties to the armistice agree- 
ments in the supervision of the application and 
observance of the terms of those agreements. 
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University Press, 2960 Broadway, New York 27, N. Y. 
Other materials (mimeographed or processed documents) 
may be consulted at certain designated libraraies in the 
United States. 
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THE UNITED STATES IN THE UNITED NATIONS 


{August 13-19] 


Economic and Social Council Debate 
on Forced Labor 

The Economic and Social Council in session in 
Geneva since August 3 debated for several days 
the item “Survey of Forced Labor and Measures 
for its Abolition.” The United Kingdom repre- 
sentative charged that the Soviet Union practiced 
forced labor on a mass scale involving millions 
of people and referred in detail to the “corrective 
labor codex” of the Soviet Union. The Soviet 
representative denied these charges, maintaining 
that Soviet legislation provided for re-education 
as well as punishment and arguing that under the 
capitalist system all labor was in effect forced 
labor. The representative of the United States 
noted that the Soviet Union in effect did not 
deny that forced labor existed on its territory but 
that it advanced reasons for its application. He 
declared that the Soviet corrective labor codex 
included at least nine violations of the Declaration 
of Human Rights. 

The United States representative submitted a 
resolution proposing the creation of an eleven- 
member commission (five designated by the Eco- 
nomic and Social Council, five by the International 
Labor Organization, and the eleventh elected by 
the ten designated members) to investigate the 
question of forced labor. The Soviet delegate 
submitted a resolution that also proposed the estab- 
lishment of a commission of investigation con- 
sisting of representatives of various national and 
paren Aen trade union organizations, and sug- 
gested that the commission investigate the problem 
of employment, semiemployment and labor condi- 
tions 1n colonies and dependent territories. Sup- 
ported by the representatives of Poland and Byelo- 
russia, the Soviet representative charged that 
forced labor was common in the dependent 
territories. 

The Council finally rejected the Soviet resolu- 
tion by 14 votes to 3, with one abstention. The 
majority of the Council decided that it was useless 
to set up any kind of investigation committee 
unless all governments, particularly the Big Five, 
were willing to accept that investigations take 
place on their territory. 
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By 10 votes to 0, with 8 abstentions, the Council 
adopted a resolution by which it notes that the 
replies of governments received so far to the 
Secretary-General‘s questionnaire did not suffi- 
ciently indicate whether a Commission of Inquiry 
could effectively carry out its task. This revised 
United States resolution therefore requests the 
Secretary-General to ask governments which have 
not yet declared their willingness to cooperate in 
an impartial inquiry whether they could not 
envisage the possibility of giving a reply to this 
question before the next Council session. 


Atomic Energy 


Representatives of the six sponsoring powers 
met on August 9 in implementation of that part 
of the General Assembly resolution which “re- 
quests the six sponsors of the General Assembly 
resolution of January 24, 1946, which are the 
permanent members of the Atomic Energy Com- 
mission, to meet together and consult in order to 
determine if there exists a basis for agreement on 
the international control of atomic energy to en- 
sure its use only for peaceful purposes and for the 
elimination from national armaments of atomic 
weapons, and to report to the General Assembly 
the results of their consultation not later than its 
next regular session.” It was decided to hold 
closed meetings for the time being. 


Palestine 


The Security Council on August 11 adopted a 
joint resolution submitted by Canada and France 
in connection with the acting mediator’s report 
which, among other things: calls the recently 
signed armistice agreements “an important step 
towards the establishment of permanent peace in 
Palestine” and declares that the agreements super- 
sede the Security Council’s truce (containing in- 
junctions such as the arms embargo) ; reaffirms, 
pending the final peace settlement, the Council’s 
cease-fire order of July 15, 1948; expresses hope 
that the parties will soon achieve agreement on the 
final settlement of all questions outstanding be- 
tween them through direct negotiation or with the 
Palestine Conciliation Commission; and relieves 
the acting mediator of any further responsibility 
under Security Council resolutions. 
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INTERNATIONAL ORGANIZATIONS AND CONFERENCES 











U.S. Delegations to International Conferences 


Illiteracy and Adult Education Conference 


The Department of State announced on July 
27 that Loyd S. Tireman, professor, University 
of New Mexico, has been named chairman of the 
United States delegation to the Conference on 
Problems of Illiteracy and Education of Adults 
in the Americas, scheduled to be held at Qui- 
tandinha (near Rio de Janeiro), July 27-Septem- 
ber 3, 1949. Mrs. Anna Clark, Institute of Inter- 
American Affairs, has been named to serve as 
delegate. 

The Conference is being held under the joint 
auspices of Unesco, the Organization of American 
States and the Government of Brazil. It will offer 
an opportunity to the American States to under- 
take a practical program of cultural cooperation 
directed toward the realization of one of the es- 
sential purposes for which they associated them- 
selves with Unesco, that of offering a fundamental 
education to their peoples. 

The forthcoming meeting will study modern 
techniques to be used against illiteracy, including 
the study of such subjects as the instruction of 
the American peoples in attainment of health, 
improvement of working conditions, conserva- 
tion of natural resources, community life, stabil- 
ity of the home, and worthwhile and creative 
use of leisure time. 


International Wheat Council Committees 


The Department of State announced on July 29 
the composition of the United States delegations 
to the meetings of two committees of the Interna- 
tional Wheat Council. The following have been 
named to attend the first meeting of the Advisory 
Committee on Price Equivalents, scheduled to 
convene at London, August 3, 1949: 


Representative 


Fred D. Entermille, Assistant Director, Grain Branch, 
Production and Marketing Administration, Depart- 
ment of Agriculture 
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Alternate Representative 


F. Marion Rhodes, Assistant Director, Price Support and 
Foreign Supply Branch, Production and Marketing 
Administration, Department of Agriculture 


Adviser 


Paul O. Nyhus, Agricultural Attaché, American Embassy, 
London 


Named to the United States delegation to the first 
meeting of the Executive Committee, scheduled 
to convene at London, August 8, were: Mr. Rhodes 
as representative; Mr. Nyhus, as alternate repre- 
sentative, and Francis A. Linville, Assistant Chief, 
International Resources Division, Department of 
States, as adviser. 


International Film Meetings 


The Department of State announced on July 
29 that Chester A. Lindstrom, Chief of the Mo- 
tion Picture Service, Office of Information, De- 
partment of Agriculture, has been named United 
States representative to two international film 
meetings. He will attend the Tenth Interna- 
tional Exhibition of Cinematographic Art, sched- 
uled to be held at Venice, August 11-September 
1, under the auspices of the Italian Government, 
and the International Film Festival, scheduled 
to be held at Cannes, September 2-17, 1949, under 
the auspices of the French Government. 

The film festivals are being held for the pur- 
pose of giving public recognition to the films 
which exhibit outstanding progress in this 
medium of artistic expression and cultural ad- 
Prizes will be awarded for the best 
films. At both Venice and Cannes, Mr. Lind- 
strom will present films produced by various 
United States Government agencies. 

It is expected that approximately 20 countries, 
a number of international organizations, and 
numerous motion picture producers will partici- 
pate in these two international events. 
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Testimony on Military Assistance Program 


STATEMENT ON 
UNION OF WESTERN EUROPE 


by Louis Douglas, 
American Ambassador to 'Great Britain? 


1. If Communist parties of Western Europe 
have been losing ground during the course of the 
last 18 months, if Communist influence in Western 
Europe has perceptively been on the wane, if the 
Soviets now appear to be receptive to at least minor 
adjustments of our differences, in sharp contrast 
with the ruthless imposition of the blockade of 
Berlin a year ago, it is not because of any philo- 
sophical persuasion that the Western powers have 
been able to bring to bear. It is et se because, 
stimulated by the European Recovery Program, 
reassured by the North Atlantic pact and the pros- 
pect of the Military Assistance Program, Western 
Europe has commenced to recapture at least a part 
of the potential authority and power which were 
stripped from her by the devastation of war. It 
is the restoration of power in this area with which 
our strategic security is so intimately linked and 
from which we have derived so much of our cul- 
tural heritage which will ultimately make possible 
a settlement of the differences now dividing the 
East from the West. No amount of dialectical 
persuasion will achieve this result. A redressing 
of the unbalance of power in Europe caused by the 
last war to an extent unprecedented in modern his- 
tory is a prerequisite to stable relations. For this 
reason it is, I believe, essential to our vital national 
interest to give no evidence of slackening or falter- 
ing but rather to press on full steam ahead with 
our program. I therefore hope that the military 
assistance legislation will be promptly enacted by 


* Submitted on behalf of Ambassador Douglas to the 
House Foreign Affairs Committee on Aug. 2, 1949, and 
released to the press on the same date. 
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the Congress. This is the language which is 
understood. 

2. When I mention Western Europe, I am not 
referring to the heterogeneous conglomeration of 
uncoordinated national sovereignties that existed 
before 1939. I am referring rather to a Western 
Europe now generally conscious of the fact that if 
its cultural and political estate is to be preserved, 
it must move as rapidly as possible along the road 
tointegration. This is a significant and historical 
development. Already in the short span of about 
a year and a half this consciousness has produced 
important measures of cooperation among the 
countries of Western Europe. This development 
has taken place in a wide variety of fields and 
among several groupings of countries in this area. 
It has been empirical and pragmatic rather than 
formal and legalistic. No country has formally 
surrendered its sovereignty, but in fact, both tac- 
itly and formally, countries of Western Europe 
have voluntarily imposed certain restraints on the 
exercise of sovereignty. They are acting more in 
concert than ever before, and are increasingly 
aware that separately they fall, bound together 
they stand. 

3. It is my very strongly held conviction that 
the consolidation of the military potential of the 
Western European countries is as essential to our 
own security as it istotheirs. The extent to which 
this is achieved may be largely determined by the 
help we extend and the cooperation we provide, 
as the accomplishments of the past 18 months have 
to an important degree rested on our material 
support and political cooperation. 

4. I should like to give you a brief outline of the 
growth of European cooperation. The testimony 
of ECA representatives before this and other com- 
mittees has covered much of the same field that 
this statement covers, and in addition has referred 
to the development of economic cooperation, a sub- 
ject which I will therefore pass over, though it is 
of central importance. 
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5. While the European Recovery Program was 
still in its formative stage, European leaders real- 
ized that more was necessary than close coopera- 
tion in the economic sphere. Without reviewing 
here the rapid deterioration of East-West rela- 
tions following the war, it became clear that the 
aggressive actions of the Soviet Union made im- 

erative the consolidation of European defense. 

n a speech in the House of Commons on Janu- 
ary 22, 1948, Mr. Bevin, the British Foreign Sec- 
retary, advocated the formation of a Western 
Union and stated that to that end he had proposed 
to France, Belgium, the Netherlands, and Luxem- 
— the negotiation of a treaty as a first step. 
On March 17, 1948, the Brussels treaty between the 
Five Powers was signed.? The foundations were 
laid in that treaty for far-reaching cooperation 
in the military, economic, cultural, and social 
fields. 

6. The Five Powers have deliberately sought 
to avoid publicity about the greater part of the 
work done under the treaty - ors the first 15 
months of its existence. They have believed that 
by quietly seeking to work out their common prob- 
lems res developing practical cooperation they 
could accomplish more than by uliiabelan every 
move they took. That is why you have heard 
comparatively little of the concrete achievements 
under the Brussels treaty. Let me review with 
you now some of these accomplishments. 

7. The body set up for the over-all direction of 
the work under the Brussels treaty is the Consul- 
tative Council which consists of the Foreign Min- 
isters of the five countries The Council meets reg- 
ularly every 3 months and in special session if the 
need arrives. However, in order to have a body 
continuously at work on the common problems of 
the five countries, a permanent commission was 
established, made up of the French, Belgian, and 
Netherlands Ambassadors in London, the Luxem- 
bourg Minister, and a representative of the British 
Foreign Office, at present Sir Gladwyn Jebb, a 
Deputy Under Secretary. The permanent com- 
mission is always available: it provides continuity 
and makes it possible for the cooperative effort to 
progress steadily without interruption. It coor- 
dinates the various aspects of the joint undertak- 
ings of the Consultative Council so that the For- 
eign Ministers can in the minimum time consider 
and make decisions on the many problems con- 
fronting them in this vast new undertaking. This 
permanent joint commission, which already has 
many accomplishments to its credit, is a new and 
effective day-to-day instrument of cooperation. 

8. Following the most recent meeting in Luxem- 
bourg on June 17 and 18, 1949, of the Consultative 
Council, statements were issued about the work in 


? BULLETIN of May 9, 1948, p. 600. 
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the cultural and social fields. Here are some of 
the things which were announced for the first 
time. Liaison sections have been set up in the 
Ministries of Labor, of Public Health, an of War 
Pensions in each of the five countries to work on 
common problems. A network of agreements js 
well on the way to completion which will make 
it possible for a national of one Brussels treat 
country living in one of the others to benefit from 
the social security system of the country in which 
he resides. Furthermore, a multilateral agree- 
ment is being worked out under the terms of which 
for example, a yey who had lived in Englan 
and then moved to France could enjoy the benefits, 
while still living in France, of previous payments 
made under the social security schemes both in 
Belgium and in the United Kingdom. 

9. Achievements like this in the social and cul- 
tural fields may sound unspectacular, but they are 
the strands from which the fabric of unity is knit. 

10. Far more impressive, and of the utmost im- 
portance, is the degree of cooperation achieved in 
the military field. Following the signing of the 
Brussels treaty, the Five Powers established a com- 
mittee of military experts to implement the mili- 
tary clauses of this pact. Asa result of the studies 
of this committee, a comprehensive international 
and interservice military defense organization was 
developed. 

11. This organization is headed by the Western 
Union Defense Committee consisting of the five 
Ministers of Defense which in turn is served by 
two high level official bodies, the Western Union 
Chiefs of Staff Committee and the Western Union 
Military Supply Board. The Chiefs of Staff Com- 
mittee, consisting of all the Chiefs of Staff, ad- 
vises on all matters affecting the defense of West- 
ern Europe as a whole. The Supply Board, con- 
sisting of one member of high standing from each 
of Five Powers, advises on all questions affecting 
military supplies. In addition, the Five Powers 
have established a Finance and Economic Commit- 
tee for the purpose of resolving financial problems 
arising from the necessity for increasing the out- 
put of military supplies. It is the task of this 
committee not only to plan with the Supply Board 
the additional military production but also to see 
that it does not adversely affect the civilian econ- 
omy, or interfere with the economic recovery pro- 
grams in the countries concerned. 

12. With regard to the command organization, 
the governments of the Five Powers have ap- 
pointed a Commander-in-Chief Committee with 
Field Marshal Montgomery of Britain as its chair- 
man. Additional members are the Commanders- 
in-Chief designate of the land and air forces, and 
the Flag Officer for Western Europe. This com- 
mittee is responsible to the Chiefs of Staff for the 
preparation of the plans for the defense of West- 
ern Europe and in addition would provide the 
nucleus for the wartime High Command. 
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13. The defense organization has made a very 
considerable progress, particularly as regards 
lanning. Plans have been made for the ground 
and air defense of Western Europe, and for the 
coordinated action of naval forces in the event 
of war. Communications requirements have been 
assessed, plans made, and in some cases communi- 
cations systems are already in operation. Esti- 
mates of the forces required for war have been 
made, and five-power agreement reached on a com- 
mon organization for their employment. Since 
during the present period of economic reconstruc- 
tion the peacetime orces of the Five Powers must 
necessarily be limited, their organizational struc- 
ture must allow for immediate expansion to war 
strength on the outbreak of war. ‘The geographi- 
cal position of the Five Powers is such that they 
must also have a large trained reserve, capable 
of mobilization without delay and their plans so 
provide. Compulsory military service exists in 
all powers for periods of from 1 to 2 years and of 
the total Western Union population of 108 million, 
sme one and one-half millions are serving in 
peacetime. 

14. With reference to equipment it will be re- 
membered that during 1940 to 1945, the countries 
which were occupied by the enemy lost the bulk of 
all types of their military equipment. However, 
a the later stages of war these countries were 
provided by us with some equipment with which to 
start rebuilding their armed forces. In addition 
they are taking steps in common to increase the 
provision of equipment from within Western 
Union. Programs are being prepared to imple- 
ment the additional effort which the governments 
propose to make in the production field. War- 
ships have been lent by one country to another. 
Equipment excess to the requirements of one coun- 





try has been distributed to others in need of it, and 
arrangements have been made for the manufacture 
of standardized items, under license, in the differ- 
ent countries. Also information has been pooled 
regarding a number of types of equipment, and 
the exchange of blueprints has been effected. 

15. The , oF a organization has also achieved 
very considerable mes in the combined train- 
ing of Western Union forces. Naval, air, and army 
field exercises involving forces of different coun- 
tries have already been held. These measures, plus 
the progress in harmonizing the organization of 
the Five Powers, are unprecedented in the history 
of international relations. These training ac- 
complishments have the effect of enabling the 
Western Union forces to work jointly under a 
single control in all phases of warfare, and 
thus a foundation has been laid for complete 
integration. 

16. The United States has been kept fully in- 
formed of the steps taken by Western Union to 
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consolidate its defense organization, and United 
States representatives have participated as observ- 
ers in the various Western Union committees. 


The Council of Europe 


17. In addition to the forces working toward 
unity through the European Recovery Program 
and the Brussels treaty there is another develop- 
ment which I would bring to your attention in this 
connection. In London on May 5, 1949, the For- 
eign Ministers of Denmark, France, the Irish Re- 
public, Italy, Luxembourg, the Netherlands, Nor- 
way, Sweden, and the United Kingdom and a rep- 
resentative of the Belgian Government signed an 
agreement providing for the establishment of a 
Council of Europe. It is contemplated that the 
West German Government, when formed, will be 
invited to join. The Council of Europe consists 
of a Committee of Ministers and a Consultative 
Assembly, together with a Secretariat. The Com- 
mittee of Ministers will be made up of representa- 
tives of the participating governments, and will 
act on the basis of unanimity. In the Consulta- 
tive Assembly, however, the representatives from 
the different countries will not only be chosen from 
the parties in power, but may be members of oppo- 
sition parties or even independents with no politi- 
cal affiliation. They will be free to speak and vote 
as they please on matters within the competence of 
the Assembly. The British Government in a 
White Paper issued June 21, 1949, stated “the 
Assembly will not merely reflect the main groups 
of public opinion in the member countries, it 
should also in its debates create and formulate a 
European opinion, and in its recommendations 
tender united European advice to member gov- 
ernments.” 

18. The Council is to hold its first meeting in 
August in Strasbourg. It is too early to predict 
what contribution it may make to the unification 
of Europe. But it is another indication of the way 
the European countries are moving. 


Conclusion 


19. Institutions of international cooperation are 
not created over night, or by the signing of a docu- 
ment. They grow, and healthy growth is usually 
a slow process. However, against the one of 
history and in view of the diversity of race, lan- 
guage, religion, and law among European nations, 
the progress they have already made in voluntary 
cooperation is remarkable. It has no — in 
recent history. In the political, the military, and 
the economic spheres, the first steps toward unifica- 
tion have been taken. From these beginnings a 
real and enduring unity of Europe may well 
develop. 

20. However, the countries of Western Europe 
are convinced that there would be little worth sav- 
ing if they were to undergo another occupation 
and liberation. Our objective therefore is two- 
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fold. First, we must seek to deter any would-be 

aggressor, and second, failing that, we must in our 

own interests as well as theirs, make sure that the 

= of Western Europe is strong enough to 
old. 

21. There is no escape from the conclusion that 
the countries of Western Europe, even standing 
together, do not have at the present time sufficient 
strength to act as a deterrent to an aggressor, nor 
have they the resources to equip the forces neces- 
sary successfully to defend Western Europe. 
This fact, however, should not cause us to lose 
sight of the great contribution in manpower and 
industrial capacity which the countries of Western 
Europe can bring to the defense of the North 
Atlantic area. What is needed from us is the 
marginal amount necessary to enable them to go 
forward with the implementation of their present 
plans for the defense of the West. It is this mar- 
gin which the Military Assistance Program is de- 
signed to provide. The return to us under the cir- 
cumstances will be out of all proportion to the size 
of our outlay on the Program. For, instead of 
having an inadequate defense in Western Europe, 
which is in fact no defense, we would have begun 
to build defensive forces capable of holding the 
West. I need not tell you that the gain to our 
security would be immeasurable. 

22. During the past 2 years I have been working 
in London, and to some extent on the Continent, 
trying to serve American interests. As a part of 
my duty of serving American interests, it has been 
my responsibility to help Great Britain and the 
other countries find the answers to some of the 
problems which can be solved only by our joint 
efforts. During this time I have become more and 
more convinced of the interdependence of the 
countries on both sides of the North Atlantic. 
There is no field in which this is more true than 
in the sphere of defense. Our enlightened self- 
interest calls on us to assist the nations of Western 
Europe in implementing their defense plans, for 
in the world in which we live today, their defenses 
are in effect our defenses. 


STATEMENT ON 
MILITARY AID TO GREECE 


by Henry F. Grady, 
American Ambassador to Greece * 


I have come before you to discuss the Greek por- 
tion of the Military Aid Program. 
Our Greek-aid programs were established by the 


* Made before the House Foreign Affairs Committee on 
Aug. 2, 1949, and released to the press on the same date. 
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Eightieth Congress under Public Law 75 of Ma 
22, 1947, which provided military and econom; 
assistance through the fiscal year 1948. In th 
following fiscal year, 1949, economic aid to Greecdfity in 
was extended through the Economic Cooperation eed a 
Administration, ed Title I of Public Law 47o§withir 
and military assistance was continued under Title, self- 
III of that act. It is proposed that military assigt.§ ess 0 
ance to Greece in the fiscal year 1950 be extendedf areas 
within the framework of the military-aid legisla. made 
tion now before you. have» 
I am convinced that American aid to Greecdlcrowd 
has been a tremendously important factor, one offfon Gr 
the most important factors, in the preservation#fidenc 
of Greek independence during the past 2 years§ before 
It is certain that had it not been for the continued will a; 
flow of American material there would have beenf Wh 
a complete break-down in the Greek economy and come, 
a collapse of the resistance by the Greek peopleflto Gre 
to the foreign-supported attempt to impose a Com-fthe su 
munist regime in Greece. The political and strafthe gu 
tegic losses to the United States and the Westerng ceptio 
democracies would have been very great. The fact§ In t 
that we have been successful in the principal ob-[may b 
jective of the program, that is, the prevention offsure f 
a Communist conquest of Greece, has greatly en-fio the 
couraged other countries resisting Communist in-{this ts 
filtration and has given them confidence in thefovert 
determination of the United States to support§natior 
them. The 
We have had disappointments in implementa-Jnitely 
tion of the economic and military assistance pro-fance : 
gram in Greece. It has not, for example, been pos-§have | 
sible to put an end to the guerrilla movement byfrecent 
cutting it off at its source; namely, the foreignfantign 
support provided the guerrillas by the Communist] Gree 
bloc of states in Eastern Europe. The United Na-[960,0¢ 
tions has been effective in obliging these states to}yary « 
limit and disguise their aggression against Greeceio Ge 
and this had been most helpful. But it has notland e 
been possible to go much beyond this, partly be-[jeade: 
cause the Soviet veto in the Security Council would] forces 
preclude application of the more affirmative meas-finvad 
ures envisaged in the Charter, partly becausefjy, |] 
Greece’s northern neighbors have been unwilling} conce 
to heed the General Assembly’s recommendationsfern e2 
or to go along with the various conciliation pro-finate 
posals made under General Assembly auspices. ferrir 
One of Greece’s northern neighbors, Albania, hasfern G 
in fact been used to a greater extent than ever be-forder 
fore as a channel and base for providing aid tof Pt ® 
the Greek guerrillas. — 
The intensified guerrilla activity made possible be 
by this continuing foreign Communist assistance ed 
has imposed a tremendous strain on the Greek - 
economy and made the economic reconstruction off}, 
the country much slower than had been hopedJij. », 
The effects of bandit attacks and devastation em-] Fehr 


phasize the necessity for restoring internal secur-|pj}jq_ 


Thro’ 
Arm) 


‘For a discussion of the Greek Question, see Docw 
ments and State Papers for January 1949. 
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ity in Greece before economic development can pro- 
wed at a rate which will enable the Greek economy 
within the foreseeable future to maintain itself on 
r Titled, self-sustaining basis. Before substantial prog- 
assist. ress on the economic front can be obtained, the 
tended§areas presently threatened by guerrillas must be 
egisla.Jmade safe for more than a million refugees who 
have fled from their rural homes to the over- 
Greece crowded cities; this relief problem is a large drain 
one offon Greek Government finances. A return of con- 
vation§ fidence in the security of the country is essential 
years§ before appreciable numbers of private investors 
tinued will again invest in productive enterprises. 
e beeng While there are many problems yet to be over- 
Ly and§come, the request for continuation of military aid 
people to Greece comes at a moment when the outlook for 
Com-fthe successful conclusion of the campaign against 
1 stra-§the guerrillas is the most optimistic since the in- 
esterng ception of the program. 
ie factf_ In the international sphere, the United Nations 
al ob-Imay be expected to maintain and increase its pres- 
ion offsure for the termination of foreign Communist aid 
ly en-fto the Greek guerrillas, and it now seems likely that 
ist in-§this task will be facilitated by growing and more 
n thefovert divergences within the camp of Communist 
pport§ nations. 
The internal Greek military outlook is also defi- 
lenta-Initely brighter. With American material assist- 
> pro-fance and military advice, the Greek armed forces 
n pos-Shave been greatly improved and, especially during 
nt byfrecent months, have Sem increasingly effective in 
reigniantiguerrilla operation. The total forces of the 
unist Greek armed services now number approximately 
d Na-[960,000 officers and men in all categories. In Jan- 
tes toluary of 1949, command of the forces was handed 
reece} to ” Seven Papagos, who had earned the respect 
$ Notland confidence of the Greeks and of Allied milita 
y be-tleaders by his brilliant direction of the Gree 
rould}forces which heroically turned back Mussolini’s 
neas-finvading armies in the early days of World War 
causeilT. Following his assumption of authority, he 
Iling}concentrated aggressive action in Greece’s south- 
tionsfern extremity, the Peloponnesus, in order to elim- 
pro-Jinate guerrilla forces from that area before trans- 
vices. ferring the bulk of the troops to central and north- 
, hasfern Greece. At the same time, General Papagos 
r be-§ ordered the army to abandon its static defense con- 
id togcept and to protect vital areas through the use of 
mobile forces. Inefficient commanders were re- 
sible ieved; summary action was taken against officers 
ance| Who failed to act aggressively. This strategy first 
all showed results in the highly successful defense of 
f the northern city of Florina, which was attacked 
ty heavy concentrations of bandit forces, and in 
ped.| the recapture of the town of Karpenision in mid- 
em-!February. In the Peloponnesus, organized guer- 
cur-lrilla activity has now been virtually eliminated. 
. Throughout the remainder of Greece the Greek 
ocu- , ; 
Army has pursued the guerrilla forces and has in- 
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flicted heavy losses upon them. It is becomin 
increasingly difficult for these losses to be replace 
through the force-recruiting methods which in the 
past have characterized the expansion of bandit 
forces. The American-sponsored program of tac- 
tical training has shown increasingly valuable re- 


_ sults, and Greek commanders appreciate that this 


training has made possible successful offensive op- 
eration with minimum losses to Greek forces. 

The mountainous terrain contiguous to the 
northern borders of Greece, particularly in the 
Albanian sector, is still the area of greatest dan- 
ger. Inthe past, when dislodged from these moun- 
tain positions, the bandits have merely retreated 
across the border to safety and returned at an- 
other point to fight another day. Nevertheless, the 
guerrillas in northern Greece are now effectively 
contained, on the Greek side of the border at least, 
by the Greek national forces. 

The total bandit strength in Greece now num- 
bers roughly 18 thousand combatants as compared 
with nearly 30 thousand less than a year ago. 
Moreover, whereas a year ago the distribution of 
guerrilla strength was approximately 50 percent 
in the border areas, and 50 percent scattered 
throughout the rest of the country, 90 percent of 
the remaining guerrillas are now concentrated in 
the border zones. This means that the Greek na- 
tional forces can focus their attacks on substantial 
targets, and that a greater part of the country is 
relatively tranquil. The shrinking areas of guer- 
rilla control also make forced guerrilla recruit- 
ment increasingy difficult. Such recruitment in 
the past has been an important factor in compen- 
sating for guerrilla casualties which have, in fact, 
been considerably higher than the difference be- 
tween the 30 thousand and 18 thousand figures 
would indicate. 

Unless the extent and nature of foreign assist- 
ance to the guerrillas are appreciably augmented, 
the operations in central and northern Greece 
which have now begun should make it possible 
during the course of the next fiscal year to reduce 
the guerrilla problem in internal Greece to one 
which can be controlled by mobile units of medium 
size. Concentrations of troops will continue to 
be necessary along the borders if organized support 
continues to come to the bandits from the coun- 
tries to the north. 

Any reduction in American support to Greek 
operations at this time would have a disastrous 
effect upon the spirit of the army. The resulting 
loss of momentum in the present military effort 
would neutralize gains made this winter and 
spring, and would prolong the struggle. On the 
other hand, continued support would provide con- 
tinuity of the present offensive efforts and would 
secure utilization of maximum benefits from Amer- 
ican military aid. 

The effective conduct of military affairs has been 
enhanced by the support afforded military com- 
manders by a broadened coalition government. 
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In January of this year four leading parties, the 
Liberal, Populist, Unionist, and so-called “New” 
Parties, combined to form a government under 
normal parliamentary processes. This govern- 
ment was slightly changed in April by the ex- 
clusion of three members of the New Party, who 
were replaced by ministers from the Liberal Party, 
and again at the end of June following the death 
of Prime Minister Sophoulis; but the government 
has remained substantially the same since the 
beginning of this year. ile the present gov- 
ernment is to a degree handicapped by certain de- 
fects common to its predecessors, and its continu- 
ance is potentially jeopardized by partisan pres- 
sures, it gives promise of being able to deal with 
its great tasks. It includes a number of minis- 
ters of outstanding technical ability and initia- 
tive, and in general has manifested a spirit of 
cooperation with the American missions. 

It is not my purpose or intention to depict the 
present Greek Government or its various prede- 
cessors as faultless. As the President said in his 
message to Congress on March 12, 1947: “No Gov- 
ernment is perfect.” And the Greeks ow 
have their share of human frailties. However, 
do ask you to believe that much of the criticism 
commonly heard of the Greek Government is based 
on half-truths, distortions of the truth, and down- 
right lies originating in the propaganda mill of 
the Kremlin. The “Big Lie” is one of the most 
potent weapons in the arsenal of Communism. It 
has been used unceasingly and ruthlessly by the 
Communists in their efforts to install a Communist 
police regime in Greece in place of the legitimate 
and freely elected Greek Government. In the 
process, that government has been made the target 
of an unprecedented campaign of calumny. The 
Communists have so obscured the Greek picture 
with red herrings that it is often difficult to see 
the facts for the fish. I believe, for example, that 
in recent weeks the executive branch and also mem- 
bers of Congress have been intensively circularized 
with so-called “information” claiming that the 
Greek Government is executing “hundreds of 
patriots,” that it is persecuting “trade union lead- 
ers,” that it is “muzzling the press,” and so forth 
and soon. Some letters along these lines are un- 
doubtedly written by honest and loyal Americans 
who have sincere misgivings about what is going 
on in Greece. If you share any apprehensions on 
this score, I will endeavor to clear them up with 
the detailed facts during the question period, or I 
will see that you get the detailed facts. For the 
moment I will say only this. The Greek people 
by tradition and instinct are profoundly attached 
to democracy. The present Greek Government 
and all of its predecessors since the 1946 elections 
have come into office through the normal, estab- 
lished procedures of parliamentary democracy. 
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Those governments, and most of their officials and 
agents, have made and are making a sincere effort 
with American support and encouragement, to 
maintain the basic essentials of democracy—open 
trials, an independent judiciary, freedom of the 
= and trade unions, and political and religious 
iberty. They have done this in the midst of al] 
the chaos, human suffering, and human passion 
enerated by the Communist aggression against 
reece. Possibly the effort has not been 100 per. 
cent successful. But a commendable effort has 
been made, and the basic principles of democracy 
have been maintained. That is much more than 
can be said of the fake, so-called “popular Democ- 
racies,” whose leaders daily slander Greece for 
measures made necessary by the troubles in Greece 
they themselves have instigated. 
he picture in Greece is reassuring on the milj- 
tary and political fronts. It is also reassuring on 
the economic front despite the severe handicaps 
I have mentioned. Progress is being made in the 
implementation of various economic programs 
which the government has undertaken in its 4- 
year recovery plan. Drastic taxes have been im- 
posed, especially on the wealthier classes, and fiscal 
reforms have been carried through. Reconstruc- 
tion projects have gone ahead as rapidly as pos- 
sible under circumstances prevailing in Greece, 
Improvements have been made in the distribution 
of supplies. The first concrete steps have been 
taken in a program to decentralize Greek Govern- 
ment functions which heretofore have been too 
closely confined within the Athens ministries, and 
the heads of the regional administrative districts 
are now, for the first time, to be appointed solely 
on the basis of merit and not of politics. Delega- 
tion of responsibility to local officials and partici- 
pation by the people in municipal government is 
necessary if the democratic process is to be ~~ 
the necessary strengthening. Machinery for local 
elections has been established, and it is expected 
that these will be held in secure areas this autumn. 
While the possibility of national elections remains 
quale until further progress has been 
achieved in establishing security, the prerequisite 
revision of electoral rolls, suspended i the past 
2 years, has been started. 

The recent successes of the government in the 
military field and its earnest endeavors in economic 
and political matters have instilled an increasing 
feeling of confidence among Greek people of all 
classes. In the absence of adverse developments, 
this confidence should lead to increased effective- 
ness of the government in dealing with critical 
problems still facing Greece on the economic, mili- 
tary, and political fronts. 

The Greeks are a volatile people with a sharp 
sense of reality. They cannot be sustained for long 
on propaganda alone. Their morale can be sus- 
tained if military successes continue and if they 
are made to realize that needed social, political, 
and economic reforms will come with the restora- 
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tion of security. They realize keenly the vulner- 
able geographic location of their country, and as 
a consequence they feel strongly the need for Amer- 
jcan support at this critical hour. Our continued 
support will indicate to them our belief in their 
faith in their own future. This support is vital 
for maintaining that high Greek national morale 
which is necessary in eradication of the Soviet 
bandit menace. 

There are various possible approaches to the 
Greek problem. However, if we set aside as im- 
practical or undesirable at this time the applica- 
tion of more affirmative United Nations measures 
against the foreign instigators of the Greek guer- 
rilla warfare or the use of American force in 
Greece, we are faced, in practice, with three policy 
alternatives in that country. 

We could, conceivably, pull out of Greece alto- 
gether. If this were to happen, and the Greeks 
were left to their own devices, the simple fact is 
that they would no longer be able to support the 
defense establishment necessary to resist Commu- 
nist pressure and they would inevitably be forced, 
against their will, into the Soviet orbit. In terms 
of economy this would mean throwing away the 
entire investment we have already made in Greece. 
What it would mean in terms of strategy is clear 
from the map. Morally, it would mean the aban- 
donment of the principles on which the peace is 
established. Politically, it would immeasurably 
strengthen Communism throughout the world, 
leading in all probability to the consolidation 
of Soviet influence in those countries already un- 
der Communist contro! and to its early extension 
to other countries as well. Finally, it would tend 
to undermine the great effort that is being made 
to unite and strengthen the defenses of the free, 
peace-loving nations of the Atlantic area. With- 
drawal, therefore, is not a feasible alternative. 
We cannot ignore the problem of Greece. We can- 
not adopt the policy of the ostrich. 

Secondly, we could continue giving aid to Greece 
but in more limited amount. Of all possible 
courses of action, I feel that this disastrous policy 
of too little and too late would be the most unwise 
and uneconomic from the viewpoint of American 
interests, and the most cruel to the people of 
Greece. The provision of less than the minimum 
amount of aid needed to do the job would per- 
petuate the fighting in Greece to no purpose. We 
simply cannot afford the policy of the shoestring. 

Thirdly, we can, and I believe we must, provide 
the Greeks with the aid necessary to enable them 
to wind up this guerrilla warfare as quickly as pos- 
sible, to restore internal security, and to go for- 
ward with the economic rehabilitation of their 
country. Naturally, in so doing, we must remain 
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alert for any genuine opportunity to reach an hon- 
est settlement of the Greek problem in the proper 
diplomatic forum. Moreover, the possibility of 
reaching such a settlement is likely to be enhanced 
in direct proportion to the determination we 
show in carrying on our Greek-aid program. 

It is no easy thing to estimate and put a dollar 
sign on the amount of military aid needed by 
Greece. Wars are not successfully fought on a 
tight budget, and victory is not purchased at the 
bargain counter. On the other hand, extravagance 
must be avoided in the interest of the American 
taxpayer and of our other commitments. It is, 
however, the best estimate of the executive branch, 
after expert weighing of all relevant considera- 
tions, that Greece’s military needs during the fiscal 
year 1950 can be met within the figure specified in 
the MAP Bill for countries outside Western 
Europe and with recourse to the emergency fund 
in the event of special contingencies. It is also 
our best estimate that Greece’s needs cannot be met 
for less, for it will not be possible to expect any 
great economy in Greek-military aid during the 
course of fiscal year 1950 even under the most 
favorable circumstances. 

While substantial reductions can and must be 
made in the Greek forces if the guerrilla move- 
ment is successfully brought under control, these 
forces obviously cannot be abolished altogether or 
reduced below a safe minimum. Internal security 
will still have to be maintained; isolated bands of 
die-hard guerrillas will have to be rounded up; a 
careful watch will have to be kept on the border 
to prevent renewed guerrilla incursions from 
abroad. To use a medical analogy, the wise doc- 
tor knows that he cannot stop treating a patient 
just as soon as the major symptoms disappear. 
He knows that therapy must be continued until 
the last microbe has been eradicated and the pa- 
tient is sufficiently strong and well to resist exter- 
nal reinfection. And all of this may be a pains- 
taking and time-consuming process. I submit 
that we must be as cautious in dealing with mat- 
ters of foreign policy, such as Greece, which affect 
our national security as we would be in dealing 
with our personal health. For in a very real sense 
the welfare of millions of Americans is involved. 





Address by Ambassador Jessup 


On July 30 Ambassador Philip C. Jessup 
delivered an address on the subject of the 
Military Assistance Program before the Vir- 

inia "he Association, White Sulphur 
prings, West Virginia. Text was issued as 
Department of State press release 584. 
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Basic Principles of U.S. Policy Toward the Far East 


Statement by Secretary Acheson 


As you are all aware, the United States is con- 
fronted by a situation in China which will test to 
the full our unity of purpose, our ingenuity, 
and our adherence to the basic principles which 
have for half a century governed our policy to- 
ward China. The background of that situation 
and the extensive and persistent efforts of the 
United States during the past 5 years to assist the 
Chinese people are fully described in the document 
which the Department is issuing on August 5. 
They are summarized in my letter of transmittal 
tothe President. Secretary Marshall in February 
1948 confidentially told the Senate Foreign Rela- 
tions Committee and the House Foreign Affairs 
Committee in executive session many of the facts 
which are now being published as well as the con- 
clusions drawn from those facts. He made it clear 
why public disclosure at that time seemed inad- 
visable, and I have pointed out in my letter to 
the President why we feel the information should 
be made public now. As I also said in that letter, 
the strength of our system of government is based 
on an informed and critical public opinion, and 
it is in order that our people may be fully informed 
in regard to the background of our Far Eastern 
policy that this record is now being published. 

The situation in China serves to emphasize a 
vital factor in connection with the question of 
United States aid to foreign nations—that is, that, 
while the United States can with the best of inten- 
tions contribute substantial aid to a foreign gov- 
ernment, it cannot guarantee that that aid will 
achieve its purpose. The achievement of that 
purpose must, in the final analysis, depend upon 
the degree to which the recipient government and 
people make wise use of our assistance and take 
effective measures of self-help. Without such 
action by the recipient, no amount of American 
aid can avail. This is no less true in China than 
in other parts of the world. 

Our traditional policy of assisting the Chinese 
people to resist domination by a foreign power or 
powers is now faced by the gravest difficulties. 
On the one hand, there is in China a Communist 
regime which, while in fact serving the imperialist 
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interests of a foreign power, has for the 
been able to persuade large numbers of 


to extend its sway in constantly widening circles, 
On the other hand, there is the National Govern- 
ment of China which has been unable to rally its 
people and has been driven out of extensive and 
important portions of the country, despite very 


extensive assistance from the United States and 
advice from eminent American representatives 


which subsequent events proved to be sound. 
This means that United States policy toward 
China is confronted by a situation in which alter. 
natives are very sharply limited. We must not 
base our policy on illusions or wishful thinking. 
I am convinced however that the basic elements 


of our traditional policy toward the Far East}, 


remain valid now as in the past, and I should like 
to staté certain basic — by which we should 
continue to be guided. These are: 


1. The United States desires to encourage in 
every feasible way the development of China as 
an independent and stable nation able to play a 
role in world affairs suitable for a great and free 
people. 

2. The United States desires to support the crea- 
tion in China of economic and political conditions 
which will safeguard basic rights and liberties and 
progressively develop the economic and social 
well-being of its people. 

3. The United States is opposed to the subjec- 
tion of China to any foreign power, to any regime 
acting in the interest of a foreign power, and to 
the Recon bennied of China by any foreign 
power, whether by open or clandestine means. 

4. The United States will continue to consult 
with other interested powers, in the light of condi- 
tions in the countries concerned and in the Far 
East as a whole, on measures which will contribute 
to the continuing security and welfare of the 
peoples of that area. 

5. The United States will encourage and sup- 
port efforts of the United Nations to achieve these 
objectives and particularly to maintain peace and 
security in the Far East. 
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Statement by the President on the China 
White Paper 


[Released to the press by the White House August 4] 








| 
| 


The Department of State is publishing tomorrow 
a volume on United States relations with China, 
particularly during the last five years. I asked 
the Secretary of State to have this record compiled 
and published. 

My primary purpose in having this frank and 

factual record released at this time is to insure 
that our policy toward China, and the Far East 
as a whole, shall be based on informed and intelli- 
gent public opinion. This is the way in which our 
system of government acquires its strength. As I 
said in my speech at Chicago last month, “Only if 
men know the truth are they in a position to work 
for a stable and peaceful world . . . in this nation, 
foreign policy is not made by the decisions of a few. 
It is the result of the democratic process, and repre- 
sents the collective judgment of the people.” 
The role of this government in its relations with 
China has been subject to considerable misrepre- 
sentation, distortion, and misunderstanding. Some 
of these attitudes arose because this government 
was reluctant to reveal certain facts, the publication 
of which might have served to hasten the events in 
China which have now occurred. In the present 
situation, however, the mutual interests of the 
United States and China require full and frank dis- 
cussion of the facts. It is only in this way that the 
people of our country and their representatives in 
Congress can have the understanding necessary to 
the sound evolution of our foreign policy in the Far 
East. 

The Secretary of State in transmitting this record 

has made a clear and illuminating statement of the 
| situation that exists in China, the nature of the 
| problems that are presented, and the governing 
principles of our policies toward China. This state- 
| ment will also be published and should be read, with 
| the record, by everyone who is interested in prob- 
| lems of the Far East. 
The warm feeling of friendship between the people 
of the United States and the people of China has 
been one of the most notable facts in American 
foreign relations. That friendship is as strong 
today as it has ever been. The problem of finding 
ways to give practical expression to that friendship 
will continue to receive, day in and day out, the 
closest attention of this government, and I know 
that it will receive the hopeful, constructive, for- 
ward-looking thought of the American people. 








It is obvious that these basic principles require 
specification and elaboration in the light of the 
existing situation in order to be effectively car- 
ried out. At the direction of the President, we are 
taking several concrete steps to this end. The 
officers of the Department charged with Far East- 
ern matters are engaged in a comprehensive sur- 
vey of the impact of developing conditions on our 
basic policy. In addition, I have enlisted the 
services in a consultative capacity of Raymond 
Fosdick, former president of the Rockefeller 
Foundation, and Everett Case, president of Col- 
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gate University, who in collaboration with Am- 
bassador at Large Philip C. Jessup, will advise me 
and my staff in the Department of State. Mr. 
Fosdick will be here on Monday [ Aug. 8], and Mr. 
Case will arrive in the Department later this 
month. We shall be prepared to draw on other 
assistance as we go along. We shall of course 
continue to maintain the closest liaison with the 
National Security Council and the National Mili- 
tary Establishment in working on these problems. 
On economic and financial matters we shall have 
the benefit of the experience and knowledge of the 
Department of the Treasury and of the Economic 
Cooperation Administration. Throughout all of 
our study of this problem, we shall maintain con- 
tact and close consultation with the members of 
the Senate Committee on Foreign Relations and 
the House Committee on Foreign Affairs. All of 
these steps are designed to bring to bear the united 
wisdom and resourcefulness of our government in 
meeting the present situation and any future devel- 
opments in Asia and the Far East. 

Until the thorough review of our Far Eastern 
policy, which I have just outlined has made sub- 
stantial progress, I shall wish to restrict my com- 
ment on particular aspects of that policy, since 
any detailed comments now might prejudge the 
conclusions of our review. I can assure you, how- 
ever, that the work is being and will be pressed 
with the greatest possible speed. In the meantime, 
we will take every opportunity in the day-to-day 
conduct of our foreign policy to support the five 
principles I have stated to you. Although I have 
indicated the seriousness of the situation, I do not 
in any degree share the defeatist attitude which 
some current comments reflect. The Chinese 
Communists, in attempting to establish a totali- 
tarian domination over the Chinese people in the 
interests of a foreign power and in basing this 
attempt on a willfully distorted concept of world 
realities, are committing themselves deeply on the 
basis of unproved assumptions as to the extent of 
their own strength and the nature of the reactions 
which they are bound to provoke in China and 
elsewhere. The United States, for its part, will 
be prepared to work with the people of China and 
of every other country in Asia to preserve and to 
promote their true interest, developed as they 
choose and not as dictated by any foreign 
imperialism. 





Copies of the full report, United States Relations 
With China With Special Reference to the Period 
1944-1949, Department of State publication 3573, 
may be obtained from the Superintendent of Docu- 
ments, United States Government Printing Office, 
Washington 25, for $3.00 a copy. The Letter of 
Transmittal from the Secretary of State to the 
President is reprinted from the report as Depart- 
ment of State publication 3608, entitled A Summary 
of American-Chinese Relations. 
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U.S. Asks Bulgaria, Hungary, and 
Rumania To Refer Disputes 
to Peace Treaty Commission 


[Released to the press August 1] 


The United States Government on August 1 
invoked a new stage of the peace treaty procedures 
in its disputes with the Bulgarian, Hungarian, 
and Rumanian Governments over their violations 
of the clauses of the peace treaties obligating them 
to secure to their citizens the enjoyment of human 
rights and fundamental freedoms. Two months 
have passed since the United States and United 
Kingdom representatives in Sofia, Budapest, and 
Bucharest asked their Soviet colleagues to con- 
sider the disputes in accordance with the treaty 
provisions. The Soviet Government, in disregard 
of these provisions, declined to authorize its rep- 
resentatives to discuss the matter. The treaties 
provide, as the next step, for the establishment of 
commissions composed in each case of a representa- 
tive of each party to the dispute and a third repre- 
sentative chosen by mutual agreement from the 
nationals of another country. If agreement can- 
not be reached on the third member, the Secre- 
tary-General of the United Nations may be re- 
quested by either party to make the appointment. 
The commissions are empowered by the treaties 
to reach by majority vote decisions which shall be 
definitive and binding. 

In their notes delivered on August 1 the United 
States and the United Kingdom called upon the 
Bulgarian, Hungarian, and Rumanian Govern- 
ments to join with them in naming these commis- 
sions. Their obligation to do so is clear. The 
Department of State earnestly hopes that the com- 
missions may have placed before them all the 
available evidence in order that the serious charges 
which have been made against these three coun- 
tries may receive a full hearing and that the re- 
sponsibility for violation of the treaties may be 
clearly assessed. 

The text of the United States note to the 
Hungarian Government is given below. Substan- 
tially similar notes were delivered to the Govern- 
ments of Bulgaria and Rumania. 


“The Legation of the United States of America 
presents its compliments to the Ministry of Foreign 
Affairs of Hungary [ Bulgaria, Rumania] and, act- 
ing on instructions from the United States Gov- 
ernment, has the honor to refer to the Legation’s 
note of May 31, 1949, regarding the dispute which 
has arisen concerning the interpretation and ex- 
ecution of Article 2 [3] of the Treaty of Peace. 


* BULLETIN of June 12, 1949, p. 756. 
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“The Soviet Ambassador has made no reply tof 


the letter of the United States Minister under date 
of May 31, a copy of which was attached to the 
Legation’s above-mentioned note of the same date 
proposing consideration of this dispute by the 
three Heads of Mission in accordance with Article 
40 [36, 38] of the Treaty of Peace. The Soviet 
Government, in spite of the provisions of the 
Treaty, has informed the United States Govern. 
ment that it does not see any grounds for a conyo- 
cation of the three Heads of 
pose and has not seen fit to authorize its Ambas. 
sador to join his United States and British col. 
leagues in considering the dispute. Although two 
months have elapsed since the Soviet Ambassador 
was invited to meet for this purpose, no meeting 
has taken place and the dispute remains unre. 
solved. 

“Article 40 [36, 38] of the Treaty provides that 
any dispute of this kind which is not resolved by 
the three Heads of Mission within a period of two 
months shall, unless the parties to the dispute mu- 
tually agree upon another means of settlement, be 
referred at the request of either party to the dis- 
pute to a commission composed of one representa- 
tive of each party and a third member selected 
by mutual agreement of the two parties from na- 
tionals of a third country. 

“The United States Government, in the cir- 
cumstances, requests that the dispute be referred 
to a commission to be constituted in accordance 
with the provisions of Article 40 [36, 38] of the 
Treaty of Peace. Accordingly, the Legation of 
the United States has been instructed to ask the 
Hungarian [Bulgarian, Rumanian] Government 
to join the United States Government in appoint- 
ing such a commission.” 


U.S. Rejects Soviet Charges on Italy’s 
Adherence to North Atlantic Treaty 


Text of United States Note to U.S. 8. R. 


The Secretary of State presents his compliments 
to His Excellency the Ambassador of the Union of 
Soviet Socialist Republics and has the honor to 
acknowledge receipt of Note no. 89 of July 19, 
1949, concerning the adherence of the Italian Gov- 
ernment to the North Atlantic Treaty. 

The United States Government must reject the 
allegation in the note under reference that the 
North Atlantic Treaty pursues aggressive aims. 
On April 2, 1949, two days prior to signing the 
Treaty, the Foreign Ministers of the present signa- 
tory nations made this clear in a statement as 
follows: 
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| THE RECORD OF THE WEEK Chitianed 

“The Foreign Ministers of the countries as- 
sembled here in Washington for the signing of the 
North Atlantic Pact have taken note of the views 
of the Soviet Government made public by that 
Government on March 31, 1949. 

“The Foreign Ministers note that the views ex- 
ressed by the Soviet Government on March 31 are 
identical in their misinterpretation of the nature 
and intent of this association with those published 
by the Soviet Foreign Office in January, before the 
text of the Pact was even in existence. It would 
thus appear that the views of the Soviet Govern- 
ment on this subject do not arise from an examina- 
tion of the character and text of the North Atlantic 
Pact but from other considerations. 
“The text of the Treaty itself is the best answer 
to such misrepresentations and allegations. The 
text makes clear the completely defensive nature of 
this Pact, its conformity with both the spirit and 
letter of the Charter of the United Nations, and 
also the fact that the Pact is not directed against 
any nation or group of nations but only against 
armed aggression.” * 
In connection with the Soviet Government’s 
statement that the participation of Italy in the 
North Atlantic Treaty represents a violation of the 
Italian Peace Treaty, the United States Govern- 
ment calls attention to the following statement, 
which was submitted by the United States Depart- 
ment of State on April 28, 1949, to the Foreign 
Relations Committee of the United States Senate: 





“It is understood by all parties to the treaty 
that the participation of Italy in the North At- 
lantic Pact has no effect on the military provi- 
sions, or any other provisions, of the Italian peace 
treaty. Any contribution which Italy makes to 
the collective capacity for defense of the North At- 
lantic area must be within the limits fixed by the 
military provisions of the Italian peace treaty.” 


With regard to the Soviet Government’s refer- 
ence to Article 46 of the Italian Peace Treaty, no 
changes in the military requirements of that 
Treaty are now being sought by Italy as far as 
the United States Government is aware, nor is 
Italy prevented from participating in the North 
Atlantic Treaty by the terms of the Peace Treaty 
as they stand. Italy is left quite free by the pro- 
visions of the Peace Treaty to join with other 
states in a collective defense arrangement. More- 
over, there is nothing in the arrangements envis- 
aged in the exchange of notes between the Italian 
and United States Governments of April 6 and 7, 


* BuLLeTIN of Apr. 10, 1949, p. 457. 
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1949, which calls upon Italy to depart from the 
obligations assumed under the terms of the Peace 
Treaty. Therefore the United States Government 
considers that the participation of Italy in the 
North Atlantic Treaty in no way represents a vio- 
lation of the Italian ines Treaty. 

In view of the foregoing considerations the 
United States Government must reject as utterly 
without foundation the charges contained in the 
Soviet note no. 89 of July 19. 


VOA Increases Service to China 
and Far East 


[Released to the Press July 31] 


The Department of State Voice of America in- 
creased its news broadcasting service to China be- 
ginning Monday, August 1, in an effort to open 
new channels of information to the Chinese peo- 
ple to take the place of the United States Informa- 
tion Service and other news operations which the 
new Communist regime is suspending. 

The increased service will comprise a new 2-hour 
breakfast-time broadcast to the Far East. 

In addition, broadcasts will be inaugurated in 
Cantonese to carry news to the population of China 
who speak that dialect and who have heretofore 
been denied the Voice of America services because 
of the absence of their language from the VOA 
schedules. ‘ 

Present broadcasting to the Far East is in Eng- 
lish, Mandarin, Korean, and Russian. Addition 
of Cantonese brings to 22, the number of languages 
in which Voice of America programs are 
broadcast. 

The morning broadcast, half in English and 
half in Mandarin, will be from 7: 00 to 9:00 a. m., 
China time (6:00 to 8: 00 p. m., e. d.s. t.) and will 
consist of news, commentaries, and features. The 
programs will originate in the New York studios 
of the Voice of America. 

The new Cantonese language program will be 
incorporated into the regular evening transmission 
to the Far East from 9:00 to 9:30 p. m., China 
time (8:00 to 8:30 a. m.,e.d.s.t.). 

The increase of broadcasts to the Far East fol- 
lows the suspension by Chinese Communist officials 
of the United States Information Office operations 
in Shanghai, Peiping, Tientsin, Hankow, and 
Nanking. Suspension of these activities, and 
other acts of the Chinese Communist regime have 
severely curtailed or cut off almost entirely the 
access of the Chinese people in the Communist- 
dominated areas to impartial news reports from 
outside their country. 
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